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What's New

Future developments. The IRS has created a
page on IRS.gov for information about Publica-
tion 557, al (RS, gowpubsE7. Information about
any future developments affecting Publication
557 (such as legisiation enacted after we re-
lease it} Wiil be posted on that pags.

lic Law 115- 97 which became law in late De-
cember, 2017.

MNew Form 1024-A. In 2018, the IRS crealed a
new Form 1024-A, Application for Recognition
of Exemption Under Section 501(c){4) of the In-
ternal Revenue Code. It is used by organiza-
tions o apply for recognition of exemption un-
der section 501{c){4).

Heminders

Form 8976. Legislation enacted at the end of
2015 added section 506 to the Internal Reve-
rue Code. Section 5086 requires an organization
o notify the IRS of its infent to operate as a seo-
tion B501{(c)4) organizalion. An organization
must use Form 8576, Notice of Intent to Oper-
ale Under Section 501{c}{(4}, io provide this no-
fification. Form 8976 may only be compieted
and submitled elsctronically abt  [RS.gow
charffies-non-profitsralectronical ipnp;'onm/
slecironicallv-submit-vour-form-8878-noticg-of-
intert-to-operate-under-section-80104 .

The Patient Protection and Affordable Care
Act {ACA). The ACA added several new laws.
This includes a new excise tax on indoor tan-
ning services, a small business health care tax
credit, additional requirements for {ax-exempt
hospitals, and the section B01{c}y28) CO-OP
program. For more information, go {o Affordable
Carg Act Tax Provisions.

Electronic filing requirement for large or-
ganizations. For {ax years ending on or after
December 31, 2006, only organizations that file
250 returns during the calendar year and that
have total assets of $10 million or more are re-
guired {o file Form 980 electronically. For more
information, go to g-filg for Chanies and MNon-
Frofits.

Section 501{c}{15) gross receipts. The defi-
nition of gross receipts for purposes of deter-
mining whether small insurance companies
qualify as tax-exempt under section 501{c)(15)

fioe 2006-42, 2006-19 LR.B.

Prohibited tax sheller transactions. Excise
taxes are imposed under section 4865 on cer-
ain tax-exempt organizations entering into pro-
hibited tax shelter fransactions. See the Regu-
lations in T.D. 9492, Excise Taxes on Prohibited
Tax Shelter Transactions and Related Disclo-
sure Requirements, 2010-33 1LR.B. 242. See

RS issues Fingl Fegulations Fegarding Excise
Taxes on Prohibited Tax Shelfer Transactions
and Belated Disclosure Beguirement,

introduction

This publication discusses the rules and proce-
dures for organizations that seek recognition of
exemption from federal income tax under sec-
tion 501(a} of the Intermnal Revenue Code (the
Code). It explains the procedures you must fol-
low to obtain an appropriate determination letler
recognizing your organization's exemption, as
well as ceriain other information that applies
generally to all exempt organizations. To gualify
for exemption under the Code, your organiza-
fion must be organized for one or more of the
purposes specifically designated in the Code.
Organizations that are exempt under section
501{a) include those organizations described in
saction 501{c). Section 501{c) organizations
are covered in this publication.

Chapter 1, Application. Approval, and Ap-
egl Procedures, provides general information

about the procedures for obtaining recognition
of lax-exempt status.
Chapter 2, Fling PFeguirements and Pe

annual flimg requirements and other matters
that may affect your organization's tfax-exempt
status.

Chapter 3, Section 801{cy3) Orpanizalions,
contains detailed information on various matiers
affecting section 501(c)3) organizations, in-
cluding a section on the determination of private
foundation status.

Chapter 4, Oiher Section 5010 Organize:

types of organizations described in section
501{(c).
Chapter 8, &

3, provides informa-
fion on when exc ay be imposed.

Chapter 6, How To Gat Tax Help, provides
{ips and resources on where to find answers {o
text questions or other assisiance.

Organizations not discussed in this publi-
cation. Certain organizations that may qualify
for exemption aren't discussed in detail in this
publicatisn althaugh they are included in the
__________ Ghart and the applica-
tmn prczcedures discussed in Chapter 1. These
organizations (and the Code sections that apply
to them) are as follows.

Corporations organized under Acts of
Congrass .
Teachers' retirement fu*‘c associations . . .
Mutual insurance compani ..
Corporations organized to fl"a"f‘c‘ crop

operation

Withdrawal
Veta
1880) . .
National Rai rnad Ret irnmc:m Iw«zstme*‘t
Trust .. ..
He!u!ms and apodohc as:oo!ﬂﬂonc .
Cooperative hospital seivice
crganizations ... .. o 501(e)
Cooperative servics organi :ationc of
operating educational organizations . .. ..

ity paymentfund .. ... ..
s {oreated befors

50 (d)

Section 50t{c)(24) organizations (section
4045 ERISA frusis) are neither discussed in the
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ED_002434_00004582-00002



fext nor listed in the Organization Reference
Chart.

Similarly, farmers’ cooperative assccigtions
that qualily for exemption under section 521,
qualified state tuition programs described in
section 528, and pension, profil-sharing, and
stock bonus plans described in section 401(a)
arern't discussed in this publication. if you think
your organization falls within one of these cate-
gories, contact the 1RS for any additional infor-
mation you need. For lelephone assistance, call
1-877-829-5500,

Check the Table of Contents at the begin-
ning of this publication o determine whether
your organization is described in this publica-
tion. if itis, read the chapter (or section) thal ap-
plies to your type of organization for the specific
information you must give when applying for
recognition of exemption.

zation Referanse Chart enables you o lbcate at
a glance the section of the Code under which
your organization might qualify for exemption. it
also shows the required application form and, if
your organization meets the exemption require-
ments, the annual return to be filed (if any), and
whether or not a contribution o your organiza-
tion will be deductible by a donor. It also de-
seribes each type of qualifying organization and
the general nature of its activilies.

You may use the Qrganization Belerence

think applies fo your organization. Any corre-
spondence with the 1IR3 (in requesting forms or
otherwise) will be expedited if you indicate in
your correspondence the appropriate Code
section. Check the IRS websile, IRS.gov, for
the latest updates, Tax information for Charities
& Other Non-Profits, Tax Informalon  for
Charitiss & Other Non-Profiis.

Comments and suggestions. We welcome
your comiments about this publication and your
suggestions for future editions.

You can send us comments through
FAS govFormConymenis. Or you can write {o:

internal Revenue Service

Tax Forms and Publications

1111 Constitution Ave. NW, IR-8526
Washingion, DC 20224

Although we can’t respond individually o
each comment received, we do appreciate vour
feedback and will consider your comments as
we revise our tax forms, instructions, and publi-
cations.

Ordering forms and publications. Visit

OrderForms o order current and prior-year
forms and instructions. Your order should arrive
within 10 business days.

Tax guestions. | you have a {ax gquestion
not answered by this publication, check
IRS.gov and How To Giet Tax Help at the end of
this publication.

Introduction

It your organization is one of the organizations
described in this publication and is seeking rec-
ognition of tet-exempt stalus from the IRS, you
should follow the procedures described in this
chapter and the insfructions that accompany
the appropriate application forms.

For information on section 501(c}(3) crgani-
zations, go to Section 501{cHd) Craanizations,
chapter 3. If your organization is seeking ex-
emption under one of the other paragraphs of

Topics
This chapter discusses:

@ Application procedures that generally
apply to all organizations discussed in this
publication, including the application
forms;

® Determination letters (approvals/
disapprovals);

& Appeal procedures available if an adverse
determination letler is proposed; and

& Group exermnption leiters.

Application Procedures

Oral requests for recognition of exemption won'
be considered by the IRS. Your application for
recognition of tax-exempt status must be in writ-
ing using the appropriate forms as discussed
below.

Forms Hequired

If your organization is seeking recognition of ex-
emption from federal income fax, it must use a
specific application prescribed by the IRS in
Heav. Proc. 2018-8 20181 LH.5. 233 Hyour or-
ganization is a central organization with exempt
status, see (iroup Exemption Letier, later. All
applications must be signed by an authorized
individual,

Form 1023, Application for Recognition of
Exemption. File Form 1023 if you are seeking
recognition of exemption under section:

® 501{c)(3) Corporagtions, organized and op-
erated exclusively for religious, charitable,
scientific, testing for public safety, literary,
or educational purposes, or to foster na-
tional or international amaleur sports, or

Chapter 1
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prevention of cruelly for children or ani-
mals,

® 501({e) Cooperative hospital service organ-
ization,

& 501(F) Cooperative service organization of
operating educational organizations,

& 501(k) Cerlain organizations providing
child care,

& 501(n) Charitable risk pools, and

& 501(q) Credit counseling organizations.

Form 1023-EZ, Streamlined Application for
Recognition of Exemption Under Section
501{e3(3} of the Internal Revenue Code.
You may be eligible to file Form 1023-EZ if you
are a smaller organization (assets of $250,000
or less and annual gross receipts of $50,000 or
less) seeking recognition of exemnption under
saction 501{c)(3). See Mgy, Froo 207185

Formm 1024, Application for Recognition of
Exemption Under Section 501{a). Fils Form
1024 if you are seeking recognition of exemp-
tion under section:

® 501(c)(2) Title holding corporations,

& 501(c)(5) Labor, agriculiural, or horticul-
tural organizations,

& S501({c)}B) Business leagues, chambers of
commerce, eic.,

& 501(c)(7) Social clubs,

& 501(c)(8) Fraternal beneficiary socisties,
orders, or associations,

® 501{c)(8) Voluntary employees’ beneficiary
associations,

& 501(c)(10) Domestic fraternal socielies, or-
ders, efc.,

e 501(c)(12) Benevolent life insurance asso-
ciations, mutual ditch or irrigation compa-
nies, mulual or cooperative telephone
companies,

& 501(c)(13) Cemetery companiss,

& 501(c){(15) Mutual insurance companies or
associations,

& 501{c){17) Trusts providing for the pay-
ment of supplemental unemployment com-
pensation benefits,

& 501(c){(19) A post, organization, auxiliary
unii, etc. of past or present members of the
Armed Forces of the United States, and

® 501(c)(25) Title holding corporations or
trusts.

Form 8718, User Fee for Exempt Organization
Determination Letler Reguest, must also be
sent along with Form 1024.

Form 1024-A, Application for Recognition
of Exemption Under Section 50%({(c}{4) of
the Internal Revenue Code. File new Form
1024-A if you are seeking recognition of exemp-
tion under section 501(c)(4). You must also
submit Form 8718 with vour application.
Submitling Form 1024-A does not satisfy an
organization's requirement ic notify the Com-
missioner that i is operating under section
501{c}4), as required by section 508. See
cation requirement using Form 83878, Notice of
intent to Operate Under Section 501(c){4).

Letter application. If your organization is
seeking recognition of exemplion under section
30111}, (14), (16), (1B8), (21), (22), (23),
(26), (27}, (28), or (25), submit a letter

Page 3
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clusions for the information to include with the
letter application.

Form 1028. Use Form 1028, Application for
Recognition of Exemption Under Section 521 of
the Internal Revenue Code, if your organization
is a farmers’ cooperative sesking recognition of
exemption under section 521. You must also
submit Form 8718,

Form 8871. Use Form 8871, Political Organi-
zation Notice of Section 527 Status, if you are a
political organization seeking fo be ireated as
text-exempt under section 527 unless an excep-
tion applies. See Folitical Qraanization ncome

Some organizations don’t have o use spe-
cific application forms. The application your or-
ganization must use is specified in the chapter
in this publication dealing with your kind of or-
ganization. it is also shown in the Organization
Feference Chart, later,

Power of atlorney. If your organization ex-
pects io be represented by an individual such
as an attorney, CPA, officer or other person au-
thorized to practice before the IRS, whether in
person or by correspondence, you must file a
Form 2848, Power of Atlorney and Declaration
of Representative, with vour exemption applica-
tion. The power of atiorney must specifically au-
thorize an individual o represent your organiza-
tion. You can't name an organization, firm, eic.
as your representative. Form 2848 can be used
for this purpose. The categories of individuals
who can represent you before the IRS are lisied
on the form.

MNon-exemption for terrorist organizations.
An organization that is identified or designaied
as a terrorist organization within the meaning of
saction 501{p)(2) isn't sligible to apply for rec-
ognition of exemption.

User fee. The law requires the payment of a
user fee for determination letler requests such
as your application for recognition of tax-ex-
empt status. User fees are listed in Rev. Proc.
2018-5, Appendix A, If you are fiing Form
1023-EZ, the user fee must be submiited
through pay.gov. Your payment must accom-
pany your request. The IRS won't process a re-
guest unless the fee has been paid.

For the current user fee amount and
@ other information about applying for
tax-exempt status go fo IRS.gov and

select “Charifies and Non-Profits” from the but-
fons near the top. Next, select "Applying for
Tax-Exempt Stalus” for more information. You
can also call 1-877-829-5500.

Required Inclusions

Employer identification number (EIN). Ev-
ery exempt organization must have an EIN,
whether or not it has any employees. An EIN is
required before an exemption application is
submitied. Information on how fo apply for an
EIN can be found oniine al Emplover D
MNumbers (EIN)E The EIN is issued immedialely
once the application information is validated.

Page 4 Chapter 1

f you previously applied for an EIN and
haven't vel received i, or you are unsure
whether vou have an EIN, please call our
foll-free customer account services number,
1-877-8289-5500, for assistance.

Organizing documents. If you are submitting
an application other than Form 1023-EZ, vour
application should include g copy of the organ-
izing or enabling document that is signed by a
principal officer or is accompanied by a wrilten
declaration signed by an authorized individual
certifying that the document is a complete and
accurate copy of the original or meets the re-
mitling a Form 1023-EZ, you don’t need {o in-
clude a copy of your organizing documents.

If your organizing or enabling document are
articles of incorporation, include svidence that it
was filed and approved by a state official. (For
example, a stamped “Filed” copy dated by the
Secratary of State is prima facie evidence that it
was filed and approved by a state official) A
copy of the articles of incorporation can also be
submitted with a writlen declaration signed by
an authorized individual indicating the copy is
complete and was filed and approved by the
state, including the date filed.

If you are formed as a limiled liability com-
pany and have adopied an operaling agres-
ment, submit the operating agreement along
with vour state-approved articles of organiza-
tion.

i your organization's name has been offi-
cially changed by an amendment to your organ-
izing instruments, you should also attach a con-
formed copy of thal amendment to vyour
application.

Conformed copy. A conformed copy is a
copy that agrees with the original and all
amendments o it. I the original document re-
guired a signature, the copy should either be
signed by a principal officer or, if not signed, be
accompanied by a written declaration signed by
an authorized officer of the organization. With
either option, the officer must certify that the
document is a complete and accurate copy of
the original. A certificate of incorporation should
be approved and dated by an appropriate siate
official.

Byiaws. Bylaws alone arent organizing
documents. However, if your organization has
adopted bylaws, include a current copy. The
bylaws need not be signed if submitied as an
attachment.

Bylaws may be considered an organiz-
ing documaent only if they are properly

structured (includes name, purpose,
signatures, and intent to form an organization).

Attachments. When submitling attachments,
every attachment should show your organiza-
fion's name and EIN. It should also state that i
is an attachment {o your application form and
identify the part and line item number o which it
applies.

Criginal documenis. Don't submit original
documenis because they become part of the
IRS file and can't be returned.

Application, Approval, and Appeal Procedures

Description of activities. Your application
must include a full description of the proposed
activities of your organization, including each of
the fundraising activities of a section 501(¢)}(3)
organization and a narralive description of an-
ticipated receipis and contemplated expendi-
tures. When describing the activities in which
your organization expects to engage, you must
inciude the standards, criteria, procedures, or
other means that your organization adopted or
planned for carrying out those activities.

To determine the information you need o
provide, you should study the part of this publi-
cation that applies to your organization. The ap-
propriate chapter will describe the purposes
and aclivities that vour organization must pur-
sue, engage in, and include in vour application
in order to achieve exempt status.

Often, your organization's articles of organi-
zation {or other organizing instruments) contain
descriptions of your corganization's purposes
and activities.

Your application should describe completely
and in detall your past, present, and plannsd
activities.

If you are filing Form 1023-EZ, also review
the nsfuchons for Fomm 108358
formation about what {o include in your descrip-
tion.

Financial data. Unless you are filing Form
1023-EZ, you must include in your application
financial statements showing your receipts and
expenditures and a balance sheet for the cur-
rent year and the 3 preceding years (or for the
number of years your organization was in exis-
tence, if less than 4 ysars). For each accounting
pericd, you must describe the sources of vour
receipts and the nature of your expendiiures.

If you haven't yel begun operations, or have
operated for less than 1 year, a proposed
budget for 2 full accounting periods and a cur-
rent siatement of assels and liabilities will be
acceptable.

Exempt status esiablished in application. If
your application and its supporting documents
show that your crganization meels the require-
menis for tax-exempt status under the Code
section you applied, the IRS will issue a favora-
ble determination letler.

Miscellaneous Procedures

To help in processing vour application, be sure
to attach all schedules, statements, and other
documents required by the applicalion form. if
you dort't attach them, you may have to resub-
mit your application or you may otherwise en-
counter a delay in processing your application.

incomplete application. If an application isn't
complete and doesn’t contain all the required
3,
the 1RS will return it to you for completion. Th
IRS will no longer request the missing informa-
tion if the application is incomplete. See Rev.
Proc. 2018-5.

if the IRS retums the application or requests
additional information from you, that application
will be considered filed on the date the substan-
tially completed application is postmarked, or if
no posimark, received at the IRS.

ED_002434_00004582-00004



For applications that are returned to the ap-
plicant because they aren't complete, the user
fee will be returned or refunded.

Additional information may be requested if
necessary to clarify the nature of your organiza-
tion.

Application made under wrong paragraph
of section 501{c}). Occasionally, an organiza-
tion may realize that it is actually betier descri-
bed under g paragraph of section 501(c) differ-
ent from the one for which it applied. If the
application was made on Form 1024, which ap-
plies to more than one paragraph of section
501(c), the organization can be recognized as
exempt under any paragraph o which the form
applies if the organization requests 1o have ils
application considered under that paragraph. it
must also supply any additional information re-
guired for the application under the new para-
graph.

if a different application form is required, the
IRS will let you know the appropriaie form o
submit. Although supporting information previ-
ously furnished need not be duplicated, you
must provide any necessary additional informa-
tion required for the application. If your reply
isn't received within a limited time, your applica-
tion will be processed only for the paragraph
under which you originally applied.

When a specific application form is needed
for the paragraph under which your organiza-
tion qualifiss, that form is required before a let-
ter recognizing exemption can be issued. This
includes cases in which a defermination letteris
modified to recognize an organization's exempt
status under a paragraph other than the para-
graph under which it originally established ex-
emption.

IRS responses. Organizations that submii a
complete Form 1023 or Form 1024 application
will receive an acknowledgment from the [RS.
in addition, any applicart may receive a letler
requesting additional information the IRS needs
o make its determination or returning an incom-
piete application. These letlers will be sent out
as soon as possible after receipt of the organi-
zation's application.

Withdrawal of application. An organization
may withdraw an application at any lime before
the issuance of a determination letler upon the
writlen request of a principal officer or author-
ized representative of your organization. How-
ever, the withdrawal won't prevent the informa-
fion contained in the application from being
used by the IR3 in any subsequent examination
of your organization's returns. The information
forwarded with an application won'l be relurned
to your organization and, generally, when an
application is withdrawn, the user fee paid won't
e refunded.

Requests for withholding of information
from the public. The law requires many ex-
empt organizations and private foundations io
make their application forms and annual infor-
mation returns available for public inspection.
The law also requires the IRS to make available
for public inspection, in accordance with section
6104 and the related regulations, your ap-
proved application for recognition of exemption
(including any papers submitled in support of

the application} and the determination letler
(discussed later, under Dglarminglion Leflers).

Any information submitled in the application
or in support of it that relales to any trade se-
cret, patent, process, style of work, or appara-
tus, upon request, can be withheld from public
inspection if the IRS determines that the disclo-
sure of such information would adversely affect
the organization. Your request must:

1. ldentify the malerial io be withheld (the
document, page, paragraph, and line} by
clearly marking it “Not Subject To Public
inspection.”

2. Include the reasons for your organization's
position that the information is of the type
that can be withheld from public inspec-
tion.

3. Be filed with the office where your organi-
zation files the documents in which the
material to be withheld is contained,

Where to file. Send your appilication for recog-
nition of exempt status (other than a Form
1023-EZ) and Form 8718, (if required) io:

Internal Hevenue Service
PO Box 12192
Covington, KY 41012-0192

EC Determinations will consider your com-
plete application and will issue you a favorable
determination letter or an adverse lelter denying
the exempt status requested in your application
or may close your case without making a deter-
mination if you dont respond to a request for
additional information or withdraw your request.
Applications for exempt siatus on a Form
1023-EZ must be elecironically submitted
through pay.gov. Paper submissions worn't be
accepted. EO Detlerminations may also not ac-
cept {"reject"y incomplete Form 1023-EZ appli-
cations or EZ applications from organizations
that do not meet the sligibility criteria. See Rev.
Proc. 2018-5 for more information,

Form 8940, Request for Miscellaneous
Determination. You can reguest miscellane-
cus determinatlions under sections 507, 509(a),
4940, 4942, 4845, and 8033 using Form 8340.
Nonexempt charitable frusts also file Form 8340
for an initial determination of section 509(a)(3)
status or change to their type. See Form 8840
and instructions for more information.

Reguests other than applications.
@ Requests other than applications for

recognition of exemption or Form 8940
{for example, requests for letier rulings involv-
ing feeder organizations, application of excise
{axes to aclivities of private foundations, taxa-
tion of unrelated business income, efc.) should
be sent to the appropriale address listed in Rev.
Proc.2018-1, 2018-1 LR.B. 1.

These requests, similar to applications for rec-
ognition of exemption previously discussed,
must be accompanied by the appropriate user
fee. The schedule for user fees, including those
for requests other than applications, can be
found in Rev. Proc. 2018-1.

EG Determinations can reguest technical ad-
vice from the Office of Chief Counsel (TE/GE)
on any question that can't be resolved on the
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basis of law, regulations, or a clearly applicable
revenue ruling or other published precedent.
See section 3, Rev. Proc. 2018-5.

Reminder. The law requires payment of a user
fee for defermination letter requests. Go to Hgv.

ment must accompany each request.

Determination Letters

Public charity status. A new section 501(c)
(3} organization will be classified as a publicly
supported organization and not a privaie foun-
dation if it can show when it applies for ax-ex-
empt status that it reasonably can be expected
o be publicly supporied.

An organization must describe fully the ac-
tivities in which it expects o engage. This in-
cludes standards, procedures, or other means
adopted or planned by the organization for car-
rying out its activities, expecied sources of
funds, and the nalure of its contemplaled ex-
penses,

When an organization doesn't supply the in-

detailed description of its proposed activilies o
permit a conclusion that it will clearly be ex-
empt, a proposed adverse determination letter
may be issued.

Adverse determination. A proposed adverse
determination letter will be issued to an organi-
zation that has not provided sufficiently detalled
information to establish that it qualifies for ex-
emption or if the information provided estab-
lishes that it doesn't qualify for exemption. An
organization can appeal a proposed adverse

later.

Expedited Handling. Exempt Organization
determination letler requests may be eligible for
expedited handiing under section 4.09 of Rev.
Proc. 2018-5.

Effective Date of Exemption

A determination letter recognizing exemption is
usually effective as of the date of formation
of an organization i, the organization submit-
ted the application for recognition of exermnption
within 27 months from the end of the month in
which it was organized and during the period
before the dale of the determination letter, its
purposes and activities were those required by
the law. Upon obtaining recognition of exemp-
tion, the organization can file a claim for a re-
fund of income iaxes paid for the period for
which its exempt staius is recognized.

An organization that does not submit its ap-
plication for exemption within that 27-month pe-
riod but otherwise meets the requiremenis for
fax-exempt status will be recognized as exempt
from the postrnark date of application or the
submission date of ifs Form 1023-EZ, if applica-
ble. See Rev. Proc. 2018-5.

If an organization is required to alter ils ac-
tiviies or substantially amend its charler o

Page 5
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qualify, the determination letler recognizing ex-
emption will be effeclive as of the date speci-
fied in the fefter, If 2 nonsubstantive amend-
ment is made, such as correction of a clerical
error in the enabling instrument or the addition
of a dissolution clause, exemption will ordinarily
be recognized as of the dale of formation if the
activities of the organization before the determi-
nation are consistent with the exemption re-
guirements.

A determination lelter recognizing exemp-
fion can't be relied on if there is a material
change, inconsisient with exemplion, in the
character, the purpose, or the method of opera-
fion of the organization. Also, a determination
letter can't be relied on if it is based on any
omission or inaccurate malerial information
submitted by the organization. See section 11
of Rev. Proc. 2018-5.

For more information about the effeclive

Hon 6.

Hevocation of Exemption

A determination lelfer recognizing exemption
may be revoked by:

1. A notice fo the organization o which the
determination letler originally was issued,

2. Enactment of legislation or ratification of a
tax treaty,

3. Adecision of the United States Supreme
Cour,

4. Issuance of temporary or final regulations,
or

5. lssuance of a revenue ruling, a revenue
procedue, or other statement published in
the Internal Revenue Bulletin or Cumula-
tive Bulletin,

8. Section 8033(j), for failure to file a required
annual return or notice, for three consecu-
tive years, automatically.

When revocation lakes effect. If the organi-
zation omitted or misstated material informa-
fion, operated in a manner malerially different
from that originally represented, or, with regard
o organizations to which section 503 applies,
engaged in a prohibited transaction (such as di-
verting corpus or income from its exempt pur-
pose), or if there has been a change in the ap-
plicable law, the revocation or modification may
be retroactive.

Material change in organization. Hthereis a
material change, inconsisient with exemption,
in the character, purpose, or method of opera-
tion of the organization, revocation or modifica-
tion will ordinarily take effect as of the date of
that material change.

Rellef from refroactivity. If a determina-
tion letter was issued in error or the IRS
changed iis position after issuing a letler, and if
saction 7805(h) relief is granted, retroactivity of
the revocation ordinarily will be limited to a date
not earlier than that on which the original deter-
mination letter was revoked. For more informa-
tion on requesting section 7805(b) relief, see
Rev. Proc, 2018-5, section 12,
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Foundations. The determination of the ef-
fective date is the same for the revocation or
modification of foundation status or operating
foundation status unless the effective dale is
expressly covered by staiute or regulations.

Writien notice. If an EOQ area manager con-
cludes, as a result of examining an information
return or considering information from any other
source, that a determination letier should be re-
voked or modified, the organization will be ad-
visad in writing of the proposed action and the
reasons forit.

The organization will also be advised of iis
right to protest the proposed action by request-
ing Appeals Office consideration. The appeal
procedures are discussed next.

Appeal Procedures

if your organization applies for recognition of
fax-exempt status and Rulings and Agreements
decides your organization doesn't qualify, your
organization will be advised of ifs righis to pro-
test the determination by requesting Appeals
Office consideration. Your organization must
submit a statement of its views fully explaining
its reasoning. The statement must be submitted
within 30 days from the date of the proposed
adverse determination letler and must stale
whether it wishes Appeals Office consideration.

Representation. A principal officer or trusiee
can represent an organization at any level of
appeal within the IRS. Also, an attorney, certi-
fied public accountant, or individual enrolled io
practice before the RS can represent the or-
ganization.

If the organization's representative atiends a
conference without g principal officer or trustee,
the representative must file a proper power of
atlorney or a tax information authorization be-
fore receiving or inspecling confidential infor-
mation. Form 2848 or Form 8821, Tax Informa-
tion Authorization, as appropriate (or any other
properly written power of atiormey or authoriza-
tion), can be used for this purpose. These forms
can be obtained from the IRS. For more infor-
mation, see Publication 947, Praclice Before
the IRS and Power of Altorney.

Appeals Office
Consideration

Rulings and Agreements will consider the state-
ment profesting and appealing (hereinafter ap-
pealing) the proposed adverse determination
and decide if the information affects its determi-
nation. If the appeal doesn't provide a basis 1o
reconsider its adverse determination, it will for-
ward the appeal and case file to the Appeals
Office. For more information about the role of
the Appeals Office, see Publication 892, How fo
Appeal an IRS Decision on Tax-Exempt Status.
The appeal should include the following infor-
mation.

1. The organization's name, address, day-
time telephone number, and employer
identification number.

2. A statement that the organization wants o
protest the determination.

Application, Approval, and Appeal Procedures

3. Acopy of the letter showing the determi-
nation you disagree with, or the date and
symbols on the determination letier.

4. A statement of facis supperting the organi-
zation's position in any contesied factual
issue.

&, A statement outlining the law or other au-
thority the organization is relying on.

8. A statement as to whether a conference at
the Appeals Office is desired.

The statement of facts in item 4 must be de-
clared true under penaliies of perjury. This may
be done by adding o the protest the following
signed declaration:

“Under penalties of perjury, | declare that |
have examined the statement of facts

o ted in this protest and in any
accompanying schedules and statereants and,
o the best of my knowledge and belief, it is
irug, correst, and complets.”

Signature.

if the organization's representative submits the
appeal, a substitute declaration must be inclu-
ded, stating:

1. That the representatlive prepared the ap-
peal and accompanying decuments, and

2. Whether the representative knows person-
ally that the statements of fact contained in
the appeal and accompanying documents
are true and correct,

Be sure the appeal containsg all of the infor-
mation requested. Incomplete appeals will be
returned for completion.

The Appeals Office, any requested confer-
ence and considering the organization's appeal
as well as information presented in any confer-
ence held, will generally notify the organization
of ifs decision and issue an appropriale deler-
mination letter. An adverse decision can be ap-
pealed {o the courts (discussed later). If new in-
formation s submitled during Appeals
consideration, the matier may be returned o
Rulings and Agreements for further considera-
tion. See section 9 of Rev. Proc. 2018-5 for
more information.

The Appeals Office must request technical
advice on any exempt organization issue con-
cerning qualification for exemption or founda-
tion status for which there is no published prec-
edent or for which there is reason to believe that
nonuniformity exists. if an organization believes
that its case invoives such an issue, it should
ask the Appeals Office o request technical ad-
vice.

Any determination letier issued on the basis
of technical advice can't be appealed fo the Ap-
peals Office for those issues that werg the sub-
ject of the technical advice.

Adminisirative Remedies

in the case of an application under section
501{c) or 801{d) and exempt from tax under
501(a), all of the following actions, called ad-
ministrative remedies, must be completed by
your organization before an  unfavorable
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determination letier from the RS can be ap-
pealed to the courts.

1. The filing of the correct completed applica-
tion or group exemption request under
section 501{c}, or 501{d) and exempt from
tax under 501(a) (described sarlier in this
chapter) or the filing of a request for a de-
termination of foundation siatus (see M-
vate Foundations and Fublic Charifies in
chapter 3}.

2. Inthe case of a lale-filed application, re-
questing relief under Regulations section
301.9100 regarding applications for exien-

for Recognition of Exemplion in chap-

ter 3).

3. The timely submission of all additional in-
formation requested to perfect an exemp-
tion application or request for determina-
tion of private foundation status.

4. Exhaustion of all adminisirative appeals
available within the IRS.

The actions just described won't be consid-
ered completed uniil the IRS has had a reason-
able time to act upon the appeal or protest, as
the case may be.

An organization won't be considered 1o have
exhausted iis administralive remedies before
the earlier of:

1. The completion of the steps just listed and
the sending by certlified or registered mail
of a notice of final determination, or

2. The expirgtion of the 270-day period in
which the IR3 has not issued a notice of fi-
nal determination and the organization has
taken, in a timely manner, all reasonable
steps o secure a ruling or determination.

270-day period. The 270-day period will be
considerad by the IRS fo begin on the date a
completed application, or group exemplion re-

dures, earlier, for information needed o com-
plete the application form.

if the application doesn't contain all of the
required items, it won't be further processed
and may be returned to the applicant for com-
pletion. The 270-day period, in this event, won't
he considered as starting until the dale the ap-
plication is remailed o the IRS with the reques-
fed information, or, if a postmark isn't evident,
on the date the IRS receives a completed appli-
cation.

Appeal to Courts

If the IRS issues an unfavorable determination
letter to your organization and you have ex-
hausted all the administrative remedies just dis-
cussed, your organization can seek judicial
remedies.

For examnple, if your organization has paid
the tax resulling from the adverse determination
and met all other statutory prerequisiles, it can
file suit for a refund in a U.S. District Court or
the U.S. Court of Federal Claims. Or, if your or-
ganization elected not to pay the tax deficiency
resulting from the adverse determination and

met all other siatulory prerequisiles, it can file
suit for a redetermination of the lax deficiencies
in the Uniled States Tax Court. For more infor-
mation on these types of suits, get Publication
556, Examination of Returns, Appeal Righis,
and Claims for Refund.

In certain situations, your organization can
file suit for a declaratory judgment in the U8,
District Court for the District of Columbia, the
U.8. Court of Federal Claims, or the U.S. Tax
Court. This remedy is available if your organiza-
tion received an adverse notice of final determi-
nation, or if the IRS failed to make a timely de-
termination on  vour inilial or coniinuing
qualification or classification as an exempt or-
ganization. However, your exempt status claim
must be as:

®  An organization qualifying under section
501{c) or 501(d) and exempt from fax un-
der 501({a).

® An organization to which a deductionfor g
contribution is allowed under section
170(c){2),

@ An organization that is a privaie foundation
under section 509{a),

& A private operating foundation under sec-
tion 4842()(3), or

® A cooperalive organization that is exempt
from tax under section 521.

Adverse notice of final determination. The
adverse notice of final determination referred to
above is a determination letter sent by certified
or registered mail holding that your organiza-
tior:

& isn't described in section 501(c) or 501{d)
and exempt from tax under 501(a}, or sec-
tion 170(c){(2),

& |3 g private foundation and not a public
charity described in a part of section 509 or
section 170(b)(1}{(A}

® |3 not a private foundation as defined in
section 4942()}(3), or

& |35 g public charily described in a part of
section 508(a) or section 170(b)(1)}(A)
other than the part under which your or-
ganization requested classification.

Favorable court rulings - IRS procedure. if
a suit results in a final determination that vour
organization is exempt from tax, the RS will is-
sue a favorable determination letier, provided
your organization has filed an application for ex-
emption and submitled a statement that the un-
derlying facts and applicable law are the same
as in the period considerad by the court.

Group Exemption Letter

A group exemption letter is a determination let-
ter issued to a ceniral organization recognizing
on a group basis the exemption under section
501(c) of subordinate organizations on whose
behalf the central organization has applied for
recognition of exemption.

A central organization is an organization that
has one or more subordinates under its general
supervision or control.

A subordinate organization is a chapter, lo-
cal, post, or unil of a central organization. A
ceniral organization may be a subordinale itself,
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such as a siate organization that has subordi-
nate units and is itself affiliated with a national
{ceniraly organization.

A subordinate organization may or may not
be incorporated, but it must have an organizing
document. A subordinate that is organized and
operated in a foreign country can't be included
in a group exemption letter. A subordinate de-
scribed in section 501{c}(3) can't be included in
a group exempiion letter if it is a private founda-
fion desecribed in section 509(a).

If your organization is a subordinate control-
led by a central organization (for sxample, a
church, a velerans' organization, or a fratemnal
organization), you should check with the ceniral
organization o see if it has been issued a group
sxemption letter thal covers your organization.
if it has, you don't have to file a separate appli-
cation unless your organization no longer wants
to be included in the group exemption letter.

if the group exemption letter doesn't cover
your organization, ask your central organization
about being included in the next annual group
ruling update that it submiis to the IRS.

See Pyblication 45774,
for more inforrmation,

Group Exemplions,

Central Organization
Application Procedure

It your organization is a central organization
with affiliated subordinates under ifs control, it
can apply for a group exemption letier for its
subordinates, provided it has obtained recogni-
tion of its own exermnption before or concurrently
with the group exemption. You should make the
application for such subordinates by letter in-
stead of submitting a specific application form.
This procedure relieves each of the subordi-
nates coversd by g group exemption letier from
filing its own application. A central organization
obtains its own recognition of exemption by
sending its application to the IRS address
shown on Form 8718,

If the ceniral organization has previously ob-
tained recognition of iis own exemption, it must
indicate its employer identification number and
the date of the lelter recognizing its exemption.
it need not forward documents already submit-
ted. However, if it has not already done so, the
central organization must submit a copy of any
amendment to ifs governing instruments or in-
ternal regulations as well as any information
about changes in its character, purposes, or
method of operation.

Employer identification number. The ceniral
organization must have an EIN before it submits
a completed exemption or group exemptlion ap-
plication. Each subordinate must have its own
EIN, even if it has no employees. When submit-
ting its group exemption application, the central
organization must provide an EIN for each sub-
ordinate organization.

Information required for subordinate organ-
izations. In addition o the information required
to obtain recognition of ils own exemption, the
central organization must submit information for
those subordinates to be included in the group

Page 7
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exemption letier. The information should be for-
warded in a letler signed by a principal officer of
the ceniral organization seiting forth or includ-
ing as attachments the following.

1. Information verilying that the subordinates:

a. Are affiliated with the ceniral organi-
zation at the close of its annual ac-
courting period;

b, Are subject io its general supervision
or control;

c. Are all sligible to qualify for exemption
under the same paragraph of section
501(e), though not necessarily the
paragraph under which the central or-
ganization itself is exempt;

d. Aren't private foundations if the appli-
cation for a group exemplion letter in-
volves section 501(c)(3);

e. Are all on the same accounting period
as the central organization if they are
o be included in group returns; and

. Are organizations that have been
formed within the 15-month period
preceding the date of submission of
the group exemplion application if
they are claiming section 501{c}{(3)
status and are subject to the require-
ments of section 508(a) and wish to
be recognized as exempt from their
dates of creation (a group exemption
letier may be issued covering subordi-
nates, one or more of which haven't
been organized within the 15-month
period preceding the date of submis-
sion, if all subordinates are willing fo
be recognized as exempt only from
the date of application).

2. A detailed description of the purposes and
activities of the subordinates, including the
sources of receipts and the nature of ex-
penditures.

3. A sample copy of a uniform governing in-
strument (such as a charter or articles of
association) adopted by the subcrdinales,
or, in iis absence, copies of representative
insiruments.

4. An affirmation o the effect that, 1o the best
of the officer's knowledge, the purposes
and activilies of the subordinates are as
stated in (2) and (3}, above.

5. A statement that each of the subordinates
has provided a writien authorization o the
central organization, signed by an author-
ized officer of the subordinate, agreeing o
be included in the group exemption (see
also New 80713 organizations that
¥ ¢f, later in this section).

8. Alist of subordinates to be included in the
group exemption letter to which the IRS
has issued an outstanding determination
letter relating to exemption.

7. If the application for a group exemption let-
ter involves section 501(c)(3) and is sub-
ject to the provisions of the Code requiring
thatl it give timely notice that it isn't a pri-

e Foundations
in chapter 3}, an affirmation to the effect
that, to the best of the officer's knowledge
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and belief, no subordinate o be included
in the group exemption letter is a private
foundation as defined in section 509(a).

8. Foreach subordinate thatis a school
claiming exemption under section 501(c)
(3), the information required by Revenue
Ruling 71-447, 1971-2 C.B. 230 and Rev.
Proc., 75-50, 1975-2 C.B. 587 (thesa re-
guirements are fully described in chap-

Seheduls B Form 1023,

9. For any school affiliated with a church, the
information to show that the provisions of
Revenue Ruling 75-231, 1975-1 C.B. 158,
have been met.

10, Alist of the names, mailing addresses, ac-
tual addresses if different, and ElNs of
sibordinates to be included in the group
exemplion letler. A current directory of
subordinates may be furnished instead of
the list if it includes the required informa-
tion and if the subordinates not to be inclu-
ded in the group exemption letter are iden-
tified.

Mew 501{c){3} organizations that want to be
included. A new organization, described in
section 501(c)(3), that wants to be included in a
group exemption letler must submit its authori-
zation (as explained in item number 5, earlier,
under [nformation reguired for subordinate or-

the end of the 15th month afier it was formed in
order o satisly the requirement of section
508(a). The central organization must also in-
clude this subordinaie in its next annual sub-
mission of information, as discussed later, un-
der information Reguired Annually.

Keeping the Group
Exemption Letter in Force

Continued effectiveness of a group exemption
letier is based on the following conditions.

1. The continued exisience of the ceniral or-
ganization.

2. The continued qualification of the central
organization for exemption under section
501(c).

3. The submission by the central organiza-
tion of the information regarding its subor-
dinate organizations that is required annu-
ally (described under {nformation

4. The annual filing of an information return
{Form 990, for example) by the central or-
ganization if required.

The continued effectiveness of a group exemp-
tion lefter as to a particular subordinate is based
on these four conditions, as well as on the con-
tinued conformity by the subordinate io the re-
guirements for inclusion in a group exemption
letter, the authorization for inclusion, and the
annual filing of any required information retumn
for the subordinate.
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Information Required Annually

To maintain a group exemption letier, the cen-
fral organization must submit annually, at least
90 days before the close of its annual account-
ing period, all of the following information.

1. information about all changes in the pur-
poses, character, or methed of operation
of the subordinates included in the group
exemplion letier.

2. A separate list (that includes the names,
mailing addresses, actual addresses if dif-
ferent, and ElNs of the affected subordi-
nates) for each of the three foliowing cate-
gories.

a. Subordinates that have changed their
names or addresses during the year.

b. Subordinates no longer to be included
in the group exemption lelter because
they no longer exist or have disaffili-
ated from or withdrawn their authori-
zation to the central organization.

¢. Subordinates to be added o the
group exemption letter becauss they
are newly organized or affiliated or
because they have recently author-
ized the central organization o in-
clude them.

An annotated directory of subordinates
won't be accepted for this purpose. If there
were none of the above changes, the cen-
tral organization must submit a stalement
to that effect.

3. The same information about new subordi-
nates that was required in the initial appli-
cation for group exemption. (This informa-
tion is listed in items 1 through 10, under
information required for subardinale or-

. earlier.) if a new subordinate

er in any material respects from

the subordinates included in the applica-

tion for group exemption, however, a

statement to this effect may be submitied

in lieu of detailed information.

The organization should send this in-
formation to:

Qgden Service Cenler
Mail Stop 8271
Ogden, UT 84201-4749

Submitting the required information an-
. nually doesn't relieve the central organ-
IXHELL ization or any of its subordinales of the
duty to submit any other information that may
be required by an £O area manager to deler-
mine whether the conditions for confinued ex-

emption are baing met.

Events Causing
Loss of Group Exemption

A group exemplion letier no longer has effect,
for either a particular subordinate or the group
as a whole, whem:
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1. The central organization notifies the IRS
that it is going out of existence,

2. The central organization notifies the IRS,
by its annual submission or ctherwise, that
any of its subordinates will no longer fulfill
the conditions for continued sffecliveneass,
explained earlier, or

3. The IRS notifies the central organization or
the affected subordinate that the group ex-
emption letter will no longer have effect for
some or all of the group because the con-
ditions for continued effectiveness of a
group exemption letler haven't been fulfil-
led.

When notice is given under any of these three
conditions, the IRS will no longer recognize the
exempt status of the affecied subordinates until
they file separate applications on their own be-
half or the central organization files complete
supporiing information for their reinclusion in
the group exemplion at the time of iis annual
submission. However, when the nolice is given
by the IRS and the withdrawal of recognition is
based on the failure of the organization to com-
ply with the requirements for recognition of
text-exempt status under the particular subsec-
tion of section 501(c), the revocation will ordina-
rity take effect as of the date of that faillure. The
notice, however, will be given only after the ap-
peal procedures described earlier in this chap-
ter are completed.

Introduction

Most exempt organizations (including private
foundations) must file various returns and re-
ports at some time during (or following the close
of) their accounting period.

Topics
This chapter discusses:

Annual information returns

Unrelated business income tax return
Employment tax refurns

Political organization income tax return
Reporting requirements for a political
organization

Donee information refurn

Information provided o donors

Report of cash received

@ & & 3 @

$ @ 8

® Public inspaction of exemption
applications, annual returns, and political
organizations reporting forms

® Required disclosures

e Miscellaneous rules

Useful ltems
You may want io see:

Publication

4 15 Circular £, Employer's Tax Guide

3 15-A Emplovyer's Supplemenial Tax Guide

2 15-B Employer's Tax Guide to Fringe
Benefits

1} 598 Tax on Unrelated Business Income of
Exempt Organizations

Form {and Instructions)

1 941 Employer's Quarterly Federal Tax
Feturn

1 990 Return of Organization Exempt From
income Tax

3 980-EZ Short Form Retumn of
Organization Exempt From Income
Tax

Schedule A (Form 930 or 880-E2)
Public Charily Staius and Public
Support

Schedule B (Form 930, 980-E2, or
990-PFy
Schedule of Contributors

Schedule C (Form 990 or 990-EZ)
Political Campaign and Lobbying
Activities

Schedule D (Form 980} Supplemental
Financial Statements

Schedule E (Form 990 or 980-E7)
Schools

Schedule F {Form 838} Stalement of
Activities Outside the Uniled Siates

Schedule G {Form 930 or 990-E2)
Supplemental Information Regarding
Fundraising or Gaming Activities

Schedule H (Form 930} Hospilals

Schedule | {Form 980} Grants and Other
Assistance to Organizations,

Govermnments, and individuals in the
United States

)

i

£

)

0

r

i

oo

1 Schedule J (Form 9803 Compensation
information

Schedule K {Form 998} Supplemental
Information on Tax-Exempt Bonds

Schedule L {Form 930 or 980-E2)
Transactions With Interested Persons

Schedule M {Form 39830} Noncash
Contributions

Schedule N (Form 9%0 or 890-E2)
Liguidation, Termination, Dissolution,
or Significant Disposition of Assels

Schedule O (Form 990 or 990-E7)
Supplemental Information to Form
990

r

i

0
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1 940 Employer's Annual Federal
Unemployment (FUTA) Tax Return

4 Schedule R (Form 980) Related
Organizations and Unrelated
Partnherships

1 990-PF Return of Private Foundation or
Section 4947 (a){1) Nonexempt
Charitable Trusi Treated as a Private
Foundation

1 990-BL Information and Initial Excise Tax
Return for Black Lung Benefit Trusis
and Ceriain Related Persons

3 9980-N Electronic Notice (e-Postcard) for
Tax-Exempt Organizations Not
Reqguired o File Form 980 or Form
980-£2

1 98C-T Exempt Organization Business
income Tax Retum

1 984-W Cstimated Tax on Urrelated
Business Taxable Income for
Tax-Exempt Organizations

0 1120-POL U.S. Income Tax Return for
Certain Political Organizations

3 4720 Retum of Ceriain Excise Taxes
Under Chaplers 41 and 42 of the
Internal Revenue Code

1 5788 Election/Revocation of Election by
an Eligible Section 561{c){(3)
Organization To Make Expenditures
To Influence Legislation

1 6089 Return of Excise Tax on Excess
Contributions io Black Lung Benefit
Trust Under Section 4953 and
Computation of Section 192
Deduction

i 7004 Application for Automatic Extension
of Time 1o File Certain Business
income Tax, information, and Other
Reilurns

1 8274 Certification by Churches and
Quialified Church-Controlled
Organizations Electing Exemption
frorm Employer Social Security and
Medicare Taxes

1 8282 Donee Information Betumn

1 8300 Report of Cash Payments Over
$10,000 Received in a Trade or
Business

1 8453-X Political Organization Declaration
for Elecironic Filing of Notice of
Section 527 Status

1 8822-B Change of Address or
Responsible Party-Business

1 8868 Application for Automatic Exiension
of Time {o File an Exempt
Organization Retumn

1 8870 information Retumn for Transfers
Associated with Certain Personal
Benefils Contracts

1 8871 Political Organization Notice of
Section 527 Status

1 8872 Political Organization Report of
Contributions and Expenditures
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1 8886-T Disclosure by Tax-Exempt Entity
Regarding Prohibited Tax Shelier
Transaction

1 8899 Notice of Income from Donated
infellectual Property

1 8840 Request for Miscellaneous
Determination

1 89786 Notice of Intent to Operate Under
Section 501(c}{4)

See chapier & for information about gefting
these publications and forms.

Annual Information
Feturns

Every organization exempt from federal income

Exempt Qroanizetion Relum except.

1. Achurch, an interchurch organization of
locat units of a church, a convention or as-
sociation of churches,

2. Anintegrated awdliary of a church,

3. A church-affiliated organization that is ex-
clusively engaged in managing funds or
maintaining retirement programs,

4. A school below college level affilialed with
a church or operated by a religious order,

5. Church-affiliated mission societies if more
than half of their activilies are conducted
in, or are directed at persons in, foreign
couniries,

8. An exclusively religious activity of any reli-
gious order,

7. A state institution, the income of which is
excluded from gross income under section
118,

8. A corporation described in section 501(c)
(1) that is organized under an Act of Con-
gress, an instrumentality of the United
Siates, and is exempt from Federal in-
come taxes,

9. A stock bonus, pension, or profit-sharing
trust that qualifies under section 401 (re-
quired o file Form 5500, Annual Returm/
Heport of Employes Benefit Plan),

10. A religious or aposiclic organization de-
scribed in section 501(d) (required to file
Form 1085, U.S. Retum of Partnership in-
comey,

1. A governmental unit or an affiliate of a
governmenial unit that meets the require-
menis of Hav, Prog, 95-48 1885-2 0 8.
418 IR8 govpubis-fegein ] 885-48 pdf,

i2. A privaie foundation described in section
501{c)(3) and exempt under section
501(a) {required fo file Form 880-PF, He-
urn of Privale Foundation),

13. A political organization that is a state or lo-
cal commiites of a political party, a politi-
cal commitliee of a stale or local candi-
date, a caucus or association of state or
local officials, or required o report under
the Federal Election Campaign Act of
1971 as a political commitiee,
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14. An exempt organization (other than a pri-
vate foundation) that normally has annual
gross receipts of $50,000 or less {required
to file Form 990-N, Elsctronic Notice), or

15. A foreign organization, or an organization
located in a U.S. possession, thal normally
has annual gross receipts from sources
within the Uniled States of $50,000 or
less.

Supporting Organization
Annual Information RBeturn

For tax years ending affer August 17, 20086, all
section 509(a){(3) suppoerting organizations are
required to file Form 990 or 990-EZ with the IRS
regardiess of the organization's gross receipts,
unless it qualifies as one of the following:

1. Anintegraied awdliary of a church;

2. The exclusively religious activities of a reli-
gious order; or

3. Anorganization, the gross receipts of
which are normally not more than $5,000,
that supports a section 503(g)(3) religious
order.

if the organization is described in item (3)
above, then it must submit Form 990-N {(e-Post-
card) unless it voluntarily files Form 99C or
S90-E2.

On its annual information return, at Part |
Schedule A (Form 990 or 990-E2) a supporting
organization must:

& Listthe organizations to which it provides
support,

& indicate whetheritisaTypel Type i, or
Type i supporting organization, and

& Certify that the organization isn't controlled
directly or indirectly by disqualified persons
{other than by foundation managers and
other than one or more publicly supported
organizations).

Annual Electronic Filing
Requirement for Small Tax-Exempt
Organizations

Small te-exempt organizations with annual
gross receipts normally $50,000 or less must
submit Form 880-N, Electronic Notice {e-Post-
card) for Tax-Exempt Organizations Not Re-
quired to File Form 990 or 88C-EZ, with the IRS
each year, if they choose not {o file g Form 880
or 88C-EZ. Form 880-N requires the following
information:

# The organization's legal name, and mailing
address;

& Any name under which it operates and
does business;

& its Internet website address (if any);

® lis faxpayer identification number;

& The name and address of a principal offi-
cer;

® Organization's annual tax period;

& Verification that the organization’s annual
gross receipis are normally $50,000 or
less; and

& Notification if the organization has fermina-
ted.

Filing Requirements and Required Disclosures

Form 99C-N is due by the 15th day of the
fifth month after the close of the tax year. For
tax vears beginning after December 31, 20086,
any organization that fails to meet its annual re-
porting requirement for 3 consecutive years will
automatically inse s tax-exempt siatus. To re-
gain its exempt status an organization will have
o reapply for recognition as a tax-exempt or-
ganization.

Exceptions. This filing requirement doesn't
apply to:
@ Churches, their integrated awdliaries, and
conventions or associations of churches;
® Organizations that are included in a group
return;

® Private foundations reguired o file Form
580-PF; and

& Section 509(a)(3) supporting organizations
required io file Form 990 or Form 990-EZ.

Forms 290 and 2906-E2

Exempt organizations, other than private foun-
dations, must file their annual information re-
wrns on Form 990 or 990-EZ, unless excepied
from filing or allowed o submit Form 990-N, de-
scribed earlier.

Generally, poliical organizations with gross
receipts of $25,000 ($100,000 for a qualified
state or local political organization (QSLPO)) or
more for the tax year are required to file Form
990 or 990-EZ unless specifically excepted
from filing the annual return. The icllowing politi-
cal organizations aren't required fo file Form
990 or Form 950-EZ.

@ A siate orlocal committee of a political
party.

® A poliical committes of g state orlocal
candidate.

® A caucus or association of state or local of-
ficials.

& A poliical organization that is required to
report a5 g political commitiee under the
Federal Election Campaign Act.

® A 501{c) organization thal has expendi-
tures for influencing or aitempting 1o influ-
encs the selection, nomination, election, or
appointment of any individual for a federal,
state, or local public office.

Form 990-EZ. This is a shortened version of
Form 990. Form 980-EZ is designed for use by
small exempt organizations and nonexempt
charitable trusts.

An organization can file either Form 880 or
980-EZ If it satisfies both of the following:

1. lis gross receipis during the year are less
than $200,000.

2. Us total assets (line 25, column (B) of
Form 280-E2) at the end of the year are
less than $500,000.

If your organization doesn't satisfy both of these
conditions, you can't file Form 89C-EZ. Instead,
you must file Form 990.

Group return. A group return on Form 880
may be filed by a ceniral, pareni, or like organi-
zation for two or more local organizations, none
of which is a private foundation. This return is in
addition fo the ceniral organization's separate
annual return if it must file a retumn. it can'l be
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included in the group return. See the instruc-
tions for Form 990 for the conditions under
which this procedure may be used.

in any year that an organization is
@ properly included as a subordinate or-
ganization on a group return, it

shouldn’t file its own Form 880,

Schedule A (Form 590 or 990-EZ). Organi-
zations, other than private foundations, that are
described in section 501{c){3) and thal are oih-
erwise required to file Form 990 or 990-EZ must
also complete Schedule A of that form.

Scheduie B (Form 890, 980-EZ, or 990-PF).
Organizations that file Form 990 or 890-EZ use
this schedule to provide required information re-
garding their contributors.

Schedule O (Form 980). Organizations that
file Form 980 must use this schedule {o provide
required additional information or if addilional
space is nesded.

Other schedules may be required fo be filed
with Form 990 or 990-EZ. See the instructions
for Form 990 or the instructions for Form
890-EZ for more information.

Report significant new or changed program
services and changes to organizational
documents. An organization should report
new significant program services or significant
changes in how if conducts program services,
and significant changes to its organizational
documents, on its Form 990 rather than in alst-
ter to EO Determinations. EC Delerminations
no longer issues letiers confirming the tax-ex-
empt status of organizations that report new
services or significant changes, or changes io
organizational documents. See Miscellanecus
Rules, Organization Changes and Exempt Sta-
fus, later,

Form 980-PF

All private foundations exempt under section
501{cy3) must file Form 990-PF. These organi-
zations are discussed in chapter 3.

Electronic Filing

You may be required fo file Form 980, Form
2a0-£Z, or Form 88C-PF, and related forms,
schedules, and attachmenis elecironically.

If an organization is required o file a retum
slectronically but doesn't, it isn't considered io
have filed its return. See Regulalions section
301.6033-4 for more information.

The IRS may waive the requirement to file
electronically in cases of undue hardship. For
information on filing a walver, see Notice
2010-13, 2010-4 1.R.B. 327, available ai
S govi2010-04 IRE8arid himl.

Form $80. An organization is required to
file Form 990 elscironically if i files at least 250
returns during the calendar year and has total
assets of $10 million or more at the end of the
tept year.

Form $90-PF. An organization is required
o file Form 88C-PF slectronically if it files at
least 250 returns during the calendar year.

Form 880-N. An organization that is eligible
and elects o submit Form 280-N must submit it
slectronically.

Form 8876. An organization is required fo
notify the RS electronically of its intent o oper-
ate as a section 501(c){4} organization.

Due Date

Forms 990, 990-EZ, or 990-PF must be filed by
the 15th day of the fifth month after the end of
your erganization's accounting period. Thus, for
a calendar year texpayer, Forms 880, 880-EZ,
or 980-PF are due May 15 of the following vear.
If any due daie falls on a Saturday, Sunday, or
legal holiday, substitute the next business day.

Extension of time o file. Use Form 8888 fo
request an automatic exiension of time to file
Forms 980, 990-EZ, or 980-PF,

When filing Form 8868 for an automatic ex-
tension, neither a signature, nor an explanation
is required.

Application for exemption pending. An or-
ganization that claims o be exempt under sec-
tion 501(g) but has not established its exempt
status by the due date for filing an information
return must complete and file Form 980,
990-EZ, 990-N, or 880-PF (if it considers itself
a private foundation), unless the organization is
exempl from Form 990-series filing require-
ments. If the organization's application is pend-
ing with the IR, it must so indicate on Forms
990, 990-EZ, or 890-PF (whichever applies) by
checking the application pending block at the
top of page 1 of the retum. For more information
on the filing requirements, see the Instructions
for Forms 880, 880-E2Z, and 830-PF.

State reporting requirements. Copies of
Forms 890, 880-EZ, or 980-PF may be used o
satisfy state reporting requirements. See the in-
structions for those forms.

Form 8870. Organizations that filed a Form
990, 980-EZ, or 880-PF, and paid premiums or
received iransfers on certain life insurance, an-
nuity, and endowment coniracts {personal ben-
efit contracts), must file Form 8870. For more
information, see Form 8870 and the instructions
for that form.

Form 8822-8. If you moved during the year, fill
out Form 8822-B, Change of Address or Re-
sponsible Parly-Business. Also, if your “Re-
sponsible Party” changed this vear, you must
also fill out Form 8822-B. The "Responsible
Party” is the tax-exempt organization’s “Princi-
pal Officer” as defined in the Form 890 instruc-
tions, in the Glossary section.

Automatic Revocation

if the organization fails o file a Form 980,
980-EZ, or 990-PF, or fails io submit a Form
920-N, as required, for 3 consecutive years, it
will automatically lose is tax-exempt status by
operation of law. The list of organizations
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whose tax-exempt status has been automali-
cally revoked is available on IRS.gov. This list
{Auto-Revocation Listy may be viewed and
searched on Exempl COrganizations Sefect
Gheok The Auto-Revocation List includes each
organization's name, Employer ldentification
Number (EIN) and last known address. I also
includes the effective date of the automatic rev-
ocation and the date it was posted io the list.
For auto-revoked organizations that applied for
and received reinstalement, the list gives the
date of reinstatement. The IRS updates the list
monthly to include additional organizations that
lose their fax-exempi status.

Tax Effect of Loss of Tax-Exempt
Status

if your organization's tax-exempt status is aulo-
matically revoked, you may be required o file
one of the following federal income tax retumns
and pay any applicable income taxes:

& Form 1120, U.5. Corporation Income Tax
Heturn, due by the 15th day of the 3rd
month after the end of your organization's
tax year, or

& Form 1041, U.8. lncome Tax Refurmn for
Estales and Trusts, due by the 15th day of
the 4th month afier the end of your crgani-
zation's tax year.

In addition, a section 501(¢)(3) organization
that loses iis tax-exempt stalus can't receive
tepi-deductible contributions and won't be identi-
fied in the IRS Business Masler File exiract as
eligible to received lax-deductible coniributions,
or be included in Exempt Organizations Select
Check (Pub. 78 database).

An organization whose exemption was auto-
matically revoked must apply for tax exemption
in order o regain ils tax exemption {(sven if il
wasn't originally required to apply). In some sit-
ualions, an organization may be able o obtain
exemption refroactive o ils dale of revocation.
Similarly, if the cenftral organization with a
Group Exemption Number is aulomatically re-
voked, all its covered subsidiaries may need fo
apply for exemption as independent organiza-
tions.

For more information aboul automalic revo-
cation, go to IHS.gov and select Charifies &
Mon-Frofits and then select Revoked? Reinsta-
ted? Learn More.

Penalties

Penalties for faillure to file. Generally, an ex-
empt organization that fails to file a required re-
furn must pay a penalty of $20 a day for each
day the failure continues. The same penalty will
apply if the organization deesn't give all the in-
formation required on the return or doesn't give
the correct information. This penally is indexed
for inflation for returns required o be filed afier
December 31, 2014,

Maximum penalty. The maximum penalty
for any one return is the smaller of $10,000 or
5% of the organization's gross receipis for the
year.

Page 11
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Organization with gross receipts over $7
miffion. For an organization that has gross re-
ceipts of over $1 million for the year, the penalty
is $100 a day up fo a maximum of $50,000.

Managers. f the organization is subject to
this penally, the IRS may specify a dale by
which the refurn or correct information must be
supplied by the organization. Fallure to comply
with this demand will resull in a penalty im-
posed upon the manager of the organization, or
upon any other person responsible for filing a
correci return. The penalty is 310 a day for each
day that a return isn't filed after the period given
for filing. The maximum penalty imposed on all
persons with respect fo any one retum is
$5,000.

Exception for reasonable cause. No
penally will be imposed if reasonable cause for
fallure to file timely can be shown.

Unrelated Business
income Tax Return

Even though your organization is recognized as
text exempt, it still may be liable for tax on its un-
related business income. Unrelated business
income is income from a frade or business, reg-
ularly carried on, that isn't substantially related
to the charitable, educational, or other purpose
that is the basis for the organization's exemp-
fion. If your organization has $1,000 or more of
unrelated business income, you musi file Form
99C-T in addition o your required annual infor-
rmation return.

Estimated fax. Quarterly estimated fax
payments are due if your organization expects
fo owe $500 or more in tax including unrelated
business income. Use Form 990-W to figure
your organization's estimated tax payments.

Travel tour programs. Travel tour activities
that are a trade or business are an unrelated
irade or business if the activilies aren't substan-
tially related to the purpose o which tax exemp-
tion was granted to the organization.

Whether iravel tour activilies conducted by
an organization are substaniially related to the
organization's tax exempt purpose is deler-
mined by looking at all the relevant facts and
circumstances, including, but not limited to, how
a travel tour is developed, promoted, and oper-
ated.

Example. ABC, 3 university alumni associ-
ation, is tax exempt as an educational organiza-
tion under section 801(c}{3). As part of its activi-
ties, ABC operales a fravel tour program. The
program is open to all current members of ABC
and their guests. ABC works with travel agents
to schedule approximately ten tours annually to
various destinations arcund the world, Mem-
bers of ABC pay $1,000 to XYZ Travel Agency
o participate in & tour. XYZ pays ABC a per
person fee for each participant. Although the lit-
erature adverlising the tours encourages ABC
members to continue their lifelong learming by
joining the tfours, and a faculty member of
ABC's related university frequently joins the tour
as a guest of the alumni association, none of
the tours include any scheduled instruction or
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curriculum related to the destinations being vis-
ited. The travel tours made available o ABC's
members don't contribute importanily to the ac-
complishment of ABC's educational purpose.
Rather, ABC's program is designed o generate
revenues for ABC by regularly offering its mem-
bers iravel services. Therefore, ABC's tour pro-
gram is an unrelaled trade or business.

For additional information on unrelated busi-
ness income, see Publication 588 and the In-
structions for Form 980-T.

Employment
Tax Returns

Every employer, including an organization ex-
empt from federal income tax thal pays wages
o employees is responsible for withholding, de-
positing, paying, and reporting federal income
tax, social security and Medicare (FICA) taxes,
and federal unemployment {ax (FUTA), unless
that employer is specifically excepted by law
from those requirements, or if the taxes clearly
dan't apply.

For more information, obiain a copy of Publi-
cation 15, which summarizes the responsibili-
ties of an employer, Publication 15-A, Publica-
tion 15-B, and Form 941,

Small Business Health Care Tax Credit |f
your small tax-exempt organization provides
health care coverage for your workers you may
qualify for the small business health care tax
credit. Go o Affordable  Care  Act Tax

; for more delails. Ses also_ Smal
Husiness Healih Care Tax Credit.

Guidance on transition relief for employes
heaith insurance expenses. Notice 2014-08
provides guidance on section 45R for certain
small emplovers thal cant offer a gualified
health plan through a Small Business Heallh
Options Program (SHOP) Exchange because
the employer’s principal business address is in
a county in Washington or Wisconsin in which g
QHP through a SHOP Exchange won't be avail-
able for 2014, See Nolice 20144, Similar relief
is provided for certain counties in lowa for 2015
and for certain counties in Wisconsin for 2016,
See Notice 2075-8 and Nolfes 2016-75

Trust fund recovery penalty. I any person
required to collect, truthiully account for, and
pay over any of these texes willfully fails to satl-
isty any of these requirements or willfully tries in
any way 10 evade or defeat any of them, that
person will be subject {o & penalty. The penally
is equal 1o the tax evaded, not collected, or not
accounted for and pald over. The term person
includes:

®  An officer or employee of a corporation, or

® A member or employes of a parinership.

Exception. The penally isn't imposed on
any unpaid voluntesr director or member of a
board of irustees of an exempt organization if
the unpaid volunieer serves solely in an hono-
rary capacily, doesnt participate in the
day-to-day or financial operations of the organi-
zation, and doesn't have actual knowledge of
the failure on which the penalty is imposed.

Filing Requirements and Required Disclosures

This exception doesn't apply if it results in
no one being liable for the penalty.

Certification Program for Professional Em-
plover Organizations (CPECs). The Tex In-
crease Prevention Act of 2014, enacted Dec.
19, 2014, requires the IRS o esiablish a volun-
tary ceriification program for professional em-
ployer organizations (PEOCs). PEOs handle vark-
ous payroll administration and tax reporting
responsibilities for their business clients and are
typically paid a fee based on payroll costs. For
further information, go to: A8 govifor-lax-pros’
Basio-toolscertiled-professional-empoyver

FICA and FUTA tax exceptions. Paymenis
for services performed by a minister of a church
in the exercise of the ministry, or a member ofa
religious order performing duties required by
the order, are generally not subject to FICA or
FUTA taxes.

FUTA fax exceplion Payments for serv-
ices performed by an employee of a religious,
charitable, educational, or other organization
described in section 501{c)}{(3) that are generally
subject to FICA taxes if the payments are $100
or more for the vear, aren't subject {o FUTA
{axes.

FICA tax exemplion election. Churches
and gqualified church-controlled organizations
can elect exemption from employer FICA taxes
by filing Form 8274,

To elect the exemption, Form 8274 must be
filed before the first date on which a quarterly
employment fex returmn would otherwise be due
from the electing organization. The organization
can make the election only if it is opposed for
religious reasons o the payment of FICA taxes.

The slection applies to payments for serv-
ices of current and future employees other than
services performed in an unrelated frade or
business.

Revoking the efection. The election can
be revoked by the RS if the organization fails o
file Form W-2, Wage and Tax Statement, for 2
years and fails 1o furnish certain information
upon request by the RS, Such revecation will
apply retroactively o the beginning of the
2-year period.

Definitions. For purposes of this election,
the term church means a church, a convention
or association of churches, or an elementary or
secondary school that is controlled, operaled,
or principally supported by a church or by a
convention or association of churches.

The term qualified church-conirolled organi-
zation means any church-controlled section
501{c}{B) iax-exempt organization, other than
an organization that both:

1. Offers goods, services, or facilities for
sale, other than on an incidenial basis, io
the general public al other than a nominal
charge that is substantially less than the
cost of providing such goods, services, or
facilities, and

o

MNormally receives more than 25% of its
support from the sum of governmental
sources and receipts from admissions,
sales of merchandise, performance of
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services, or furnishing of facilities, in activi-
ties that aren't unrelated trades or busi-
nesses.

Effect on empioyees. It a church or quali-
fied church-conirolled organization has made
an election, payment for services performed for
that church or organization, other than in an un-
related trade or business, won't be subject io
FICA taxes. However, the employee, unless
otherwise exempt, will be subject to self-em-
ployment tax on the income. The tax applies {o
income of $108.28 or more for the iax year from
that church or organization, and no deductions
for trade or business expenses are allowed
against this self-employment income.

Schedule SE (Form 1040), Self-Employ-
ment Tax, should be attached o the employ-
se's income tax return,

Political Organization
iIncome Tax Return

Generally, a polilical organization is trealed as
an organization exempt from tax. Ceriain politi-
cal organizations, however, must file an annual
income tax returm, Form 1120-POL, US. In-
come Tax Retumn for Certain Political Organiza-
tions, for any year they have political organiza-
fion iaxable income in excess of the 3100
specific deduction allowed under section 527.

A poliical organization that has
@ $25,000 ($100,000 for a qualified state
or focal political organization) or more

in gross receipls for the tax year must file Form
990 or Form 890-EZ (and Schedule B of the

Political organization. A polfitical organization
is a party, commitiee, association, fund, or
other organization (whether or not incorporated)
organized and operated primarily for the pur-
pose of directly or indirectly accepting coniribu-
tions or making expenditures, or both, for an ex-
empt function.

Exempt function. An  exempt function
means influencing or atlempting to influence the
selection, nomination, election, or appointment
of any individual to any federal, state, local pub-
lic office or office in a polilical organization, or
the election of the Presidential or Vice Presi-
dential electors, whether or not such individual
or electors are selected, nominated, elected, or
appointed. It also includes certain office expen-
ses of a holder of public office or an office in a
political organization.

Certain political organizations are re-
. quired to nolify the IRS that they are
IXHEL section 527 organizations. These or-
ganizations must use Form 8871. Some of
these section 527 organizalions must use Form
8872 o file periodic reports with the IRS dis-
closing their contribufions and expenditures.
For a discussion on these forms, see Reporting
Requirements for a Political Organization, lafer.

Political organization laxable income.
Political organizalion taxable income is the ex-
cess of:

1. Gross income for the tax year (excluding
exempt function income) minus

2. Deductions directly connected with the
sarning of gross incomae.

To figure taxable income, allow for a $100 spe-
cific deduction, but don't allow for the net oper-
ating loss deduction, the dividends-received
deduction, and other special deductions for cor-
porations.

Exempt organization not a political organi-
zation. An organization exempt under section
501{c) that spends any amount for an exempt
function must file Form 1120-POL for any vear
which it has political {axable income. These or-
ganizations must include in gross income the
lesser of:

1. The total amount of its exempt function ex-
penditures, or

2. The organization's net invesiment income.

Separate fund. A section 501(c) organiza-
fion can set up a separate segregated fund that
will be freated as an independent political or-
ganization. The eamings and expendiiures
made by the separale fund won't be atlributed
{o the section 501(¢) organization.

Section 801{c)(3) organizations are
preciuded from, and may suffer loss of
SUHELN exemptlion for, engaging in any political

campaign on behalf of, or in opposition fo. any
candidate for public office.

Due date. Form 1120-POL is dus by the 15th
day of the 4ih month after the end of the tax
year. Thus, for a calendar year {axpayer, Form
1120-POL is due on April 15 of the following
year. If any due date falls on g Saturday, Sun-
day, or legal holiday, the organization can file
the retumn on the next business day.

Form 1120-POL s not required of an
@ exempt organization that makes ex-
penditures for political purposes if ils

gross income doesn't exceed its directly con-
nected deductions by more than $100 for the
fax year.

Extension of time to file. Use Form 7004 io
request an automatic extension of time io file
Form 1120-POL. The extension will be granted
if you complete Form 7004 properly, make a
proper estimate of the tax (if applicable), file
Form 1120-POL by the due date, and pay any
tax due.

Fallure to file. A political organization that
fails to file Form 1120-POL is subject to a pen-
alty equal o 5% of the tax due for each month
{or partial month) the refurn is late up to a maxi-
mum of 25% of the tax due, unless the organi-
zation shows the failure was due to reasonable
cause,

For more information about filing Form
1120-POL, refer to the instructions accompany-
ing the form.

Failure fo pay on ilime. An organization
that doesn't pay the tax when due generally
may have to pay a penalty of 1/2 of 1% of the
unpaid tax for each month or part of a month
the tax isn't paid, up fo a maximum of 25% of
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the unpaid tax. The penalty won't be imposed if
the organization can show that the failure o pay
on time was due to reasonable cause.

Heporting Requirements
for a Political
Organization

Ceriain political organizations are required o
notify the IRS that the organization is io be rea-
ted as a section 527 political organization. The
organization is also required o pericdically re-
port ceriain contributions received and expendi-
ires made by the organization. To notify the
IRS of seclion 527 ireatment, an organization
must file Form 8871. To report contributions
and expenditures, certain tax-exempt political
organizations must file Form 8872,

Form 8871

A political organization must electronically file
Form 8871 fo nolify the IRS that it is io be trea-
ted as a section 527 organization. However, an
organization isn't required to file Form 8871 i
® lireasonably expects ifs annual gross re-
ceipts to always be less than $25,000.
# |tis a political committee required to report
under the Federal Election Campaign Act
of 1971 (FECA) (52 U.5.C. section 3011
etseq.).
& ltis a state or local candidate commitiee.
® |tis a state or local committes of a political
party.
All other political organizations are required fo
file Form 8871,

Ar organization must provide on Form 8871:

1. Hs name and address (including any busi-
ness address, if different) and its eisc-
tronic mailing address;

o

s purpose;

3. The names and addresses of its officers,
highly compensated employees, contact
person, custodian of records, and mem-
bers of its board of direciors;

4. The name and acddress of, and relation-
ship to, any related entities (within the
meaning of section 188(h)(4)); and

5. Whether it intends to claim an exemption
from filing Form 8872, Form 990, or Form
880-EZ.

Employer identification number. T vour
organization needs an EIN, you can apply for
one online. Click on the Employer 1D Numbers
(ElNs) link at [R5 povbusinessesamal

If you previously applied for an EIN and
haven't vel received it, or you are unsure
whether you have an EIN, please call our
foll-free customer account services number,
1-B77-828-5500, for assistance.

Due dates. The initial Form 8871 must be filed
within 24 hours of the date on which the organi-
zation was established. If there is 3 material
change, an amended Form 8871 must be filed
within 30 days of the material change. When
the organization lerminates iis existence, it
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rmust file a final Form 8871 within 30 days of ter-
mination.

If the due date falls on a Saturday, Sunday,
or legal holiday, the organization can file on the
next business day.

How to file. An organization must file Form
8871 electronically via the IRS Internet website

at {5 gov/ipoforgs (Keyword: political orgs).

Forim 8453-X%, Political Organization Decla-
ration for Electronic Filing of Notice of See-
tion 527 Status. After electronically submitting
the inilial Form 8871, the polilical organization
must print, sign, and mail Form 8453-X {o the
IR5. Upon receipt of the Form 8453-X, the IRS
will send the organizalion a username and
password that must be used to file an amended
or final Form 8871 or o electronically file Form
8872,

Penalties

Failure to file. An organization that is re-
quired o file Form 8871, butfaillstodosoona
fimely basis, won'l be Ireated as a tax-exempt
section 527 organization for any period before
the daie Form 8871 is filed. Also, the taxable in-
come of the organization for that period will in-
clude iis exempt function income (including
contributions received, membership dues, and
political fundraising receipts} minus any deduc-
tions directly connected with the production of
that income.

Fallure to file an amended Form 8871 will
cause the organization not to be ireated as a
{ax-exempt section 527 organization. If an or-
ganization is treated as not being a tax-exempt
saction 527 organization, the taxable income of
the organization will be determined by consider-
ing any exempt function income and deductions
during the period beginning on the date of the
material change and ending on the date thatthe
amended Form 8871 is filed.

The fax is computed by mulliplying the or-
ganization's taxable income by the highest cor-
porate {axrate.

Frauduient returns. Any individual or cor-
poration that willfully delivers or discloses io the
IRS any list, return, account, statement or other
document known to be fraudulent or false as to
any material matter will be fined not more than
$10,000 ($50,000 in the case of a corporation)
or imprisoned for not more than 1 year or both.

Waiver of penailties. The IRS may waive
any additional tax assessed on an organization
for failure to file Form 8871 if the failure was due
to reasonable cause and not williul neglect.

Additional information. For more inforrmation
on Form 8871, see the form and its instructions.
For a discussion on the public inspection re-
quirements for the form, see Public nspection
of Exemption Applications, Annual Returns, and
Political Organization Reporting Fonmns, later,

Form 8872

Every tax-exempt seclion 527 political organi-
zgtion that accepts a contribution or makes an
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expenditure, for an exempt function during the
calendar year, must file Form 8872 except:

® A poliical organization that isn't required to
file Form 8871 {(discussed sarlier).

& A poliical organization that is subject o tax
on its income because if didn't file or
amend Form 8871,

® A qualified state or local political organiza-
tion (GSLPOY, discussed below.

All other tax-exempt section 527 organizations
that accept confributions or make expendiiures
for an exempt function are required fo file Form
8872.

Gualified state or local political organi-
zation. A stale or local political organization
may be aQSLPO I

1. All of its political activities relate solely to
state or local public office (oroffice ina
state or local political organization).

o

It is subject to a stale law that requires it to
report (and it does report) to a siate
agency information about coniributions
and expenditures that is similar to the in-
formation that the organization would oth-
erwise be required to report {o the IRS.

3. The state agency and the organization
make the reports publicly available.

4. No federal candidate or office holder:

a. Controls or materially participates in
the direction of the organization,

b. Solicits contributions for the organiza-
fion, or

c. Directs the dishursements of the or-
ganization.

information required on Form 8872, Hanor-
ganization pays an individual $500 or more for
the calendar vear, the crganization is required
to disclose the individual's name, address, oc-
cupation, employer, amount of the expenss, the
dale the expense was paid, and the purposs of
the expense on Form 8872,

If an organizatlion receives contributions of
$200 or more from one contributor for the calen-
dar year, the organization must disciose the do-
nor's name, address, occupation, emplover,
and the date the coniributions were made.

For additional information that is required,
see Form 8872,

Due dates. The due dates for filing Form 8872
vary depending on whether the form is due fora
reporting period that occurs during a calendar
vear in which a regularly scheduled election is
held, or any other calendar year (a nonelection
year).

If the due date falls on a Saturday, Sunday,
or legal holiday, the organization can file on the
next business day.

Election vear filing. In slection years, Form
8872 must be filed on either a quarterly or a
monthly basis. Both a pre-election reportand a
post-election report are also required 1o be filed
in an election year. An election year is any vear
in which a regularly scheduled general slection
for federal office is held (an even-numbered
vear).

Filing Requirements and Required Disclosures

Monelection year filing. In nonelection years,
the form must be filed on a semiannual or
monthly basis. A complele listing of these filing
periods are in the Form 8872 Instructions. A
nonelection year is any odd-numbered year.

How to file. Form 8872 can be filed either
elecironically or by mall. However, organiza-
tions that have, or expect io have, contributions
or expenditures of $50,000 or more for the vear
must file electronically.

@ To file by mail, send Form 8872 {0 the:

Department of the Treasury
Internal Hevenue Service Center
Ogden, UT 84201-0027

Electronic fifing. File slectronically via the
will need a user ID and password o slectroni-
cally file Form 8872. Organizations that have
compieted the electronic filing of Form 8871
and submilted a completed and signed Form
8453-% will receive a username and password
in the mail.

Organizations that have compleied the elec-
tronic filing of Form 8871, but haven't received
their user 1D and password can request one by
writing to the following address:

Internal Revenue Service

Atire: Request for 8872 Password
Mail Stop 6273

Ogden, UT 84201

Lost username and password. I you
have forgotien or misplaced the username and
password issued 1o your organization after you
filed vour initial Form 8871, send a letler re-
questing a new username and password o the
address under Eleclronic filing. You can also
fax your request to (801) 620-3249. I may take
3-6 weeks for your new username and pass-
word to arrive, as they will be mailed o the or-
ganization.

Penalty

A penalty will be imposed if the organization is
required to file Form 8872 and it:
# Fails o file the form by the due date, or
& Files the form but fails to report all of the in-
formation required or reporis incorrect in-
formation.

The penalty is 35% of the fotal amount of
contributions and expendilures to which a fail-
ure relates,

Frauduient returns. Any individual or cor-
poration that willfully delivers or discloses any
list, return, account, siatement, or other docu-
ment known to be fraudulent or false as to any
material matter will be fined not more than
$10,000 (350,000 in the case of a corporation),
or imprisoned for not more than 1 year, or both.

Waiver of penaffies. The IRS may waive
any additional tax assessed on an organization
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for failure to file Form 8872 if the failure was due
o reasonable cause and not willful neglect.

Donee information
Heturn

Dispositions of donated property. If an or-
ganization receives charitable deduction prop-
erty and within three years sells, exchanges, or
otherwise disposes of the property, the organi-
zation must file Form 8282 Donee Information

to file Form 8282 if:
& The properly is valued at $500 or less, or
& The property is consumed or distribuled for
charitable purposes.

Form 8282 must be filed with the IRS within
125 days after the disposition. Additionally, a
copy of Form 8282 must be given 1o the donor,
if the organization fails to file the required infor-
mation return, penallies may apply.

Charltable deduction property. This is
any property {other than money or publicly fra-
ded securilies) for which the donee organiza-
fion signed an appraisal summary or Form
8283, Noncash Charitable Contributions.

Publicly traded securities. These are se-
curities for which market quotations are readily
available on an established securities market as
of the date of the contribution.

Appraisal summary. If the value of the dona-
ted property exceeds $5,000, the donor must
get a qualified appraisal for contributions of
property, see the Excaniions., below.

Exceptions. A writlen appraisal isn't nee-
ded if the properiy is:

® Nonpublicly traded stock of $10,000 or
less,

# A vehicle (including a car, boat, or air-
plane), if your deduction for the vehicle is
limited to the gross proceeds from its sale,

& inteliectual property,

& Ceriain securities considered to have mar-
ket quotations readily available (see Regu-
lations section 1.170A-13(c{NA)}BY,

& Inventory and other property donated by a
corporation that are qualified contributions
for the care of the ill, the needy, or infants,
within the meaning of section 170{e}(3}{A),
of

#  Any donation of stock in trade, inventory,
or property held primarily for sale {o cus-
torners in the ordinary course of your trade
or business.

The donee organization isn't a qualified ap-
praiser for the purpose of valuing the donated
property. For more information, get Publicalion
561, Determining the Value of Donaled Prop-
erty.

Form 8283 For noncash donations over
$5,000, the donor must attach Form 8283 to the
text return to support the charilable deduction.
The donee must sign Part iV of Section B, Form
8283 unless publicly raded securities are dona-
ted. The person who signs for the donee must
be an official authorized fo sign the donee's tax
or information retums, or a person specifically
authorized to sign by thal official. The signature

dossn't represent concurrence in the appraised
value of the contributed property. A signed ac-
knowledgment represents receipt of the prop-
erty described on Form 8283 on the date speci-
fisd on the form. The signature alsc indicates
knowledge of the information reporting require-
ments on dispositions, as previously discussed.
A copy of Form 8283 must be given to the do-
nee,

information Provided to
Donors

in some situations, a donor must obtain certain
information from a donee organization to obtain
a deduction for a charitable contribution. In
other situalions, the donee organization is re-
guired to provide information o the donor.

A charitable organization must give a donor
a disclosure statement for a quid pro quo contri-
bution over $75. (See Disclosure siatement

property other than money) contributed by
the donor over the fair market value of
goods or services provided by the charity,
and

2. Provide the donor with a good faith esti-
mate of the fair marke! value of the goods
or services that the donor received.

The charity must furnish the statement in con-
nection with gither the solicitation or the receipt
of the quid pro quo contribution. If the disclo-
sure stalement is fumished in connection with a
particutar solicitation, it isn't necessary for the
organization to provide another statement when
it actually receives the contribution.

Mo disclosure statement is required if any of
the following are true.

1. The goods or services given to a donor
have insubstantial value as described in

Fron, 82-48.

later.) This is a payment a donor makes to a
charily pardly as a coniribution and partly for
goods or services. See Quid pro quo contribu-
tion below for an exampie.

Failure to make the required disclosure may
result in a penalty {o the organization. A donor
cart't deduct a charitable contribution of $250 or
more unless the donor has a written acknowl-
edgment from the charitable organization.

In certain circumsiances, an organization
may be able to meet both of these requirements
with the sarme written docurment.

Disclosure of
Quid Pro Quo Contributions

A charitable organization must provide a written
disclosure statement o donors of a quid pro
quo contribution over $75.

Quid pro quo coniribution. A contribution
made by a donor in exchange for goods or serv-
ices is known as a quid pro quo confribution.
Your charitable organization must provide the
donor a written statement informing the donor
of the fair market value of the items or services
it provided in exchange for the contribution.
Generally, a written statement is required for
2ach payment, whenever the coniribution por-
fion is over $75.

Example. i a donor gives your charity $100
and receives a concert ticket valued at $4¢, the
donor has made a quid pro quo contribution. In
this example, the chariiable part of the payment
is $60. Even though the deduciible part of the
payment isn't more than $75, a written siale-
ment must be filed because the tolal paymentis
more than $75. If your organization fails 1o dis-
close quid pro quo contributions, the organiza-
tion may be subject to a penalty.

Disclosure statement The required written
disclosure statement must:

1. inform the donor that the amount of the
coniribution that is deductible for federal
income tax purposes is limited to the ex-
cess of any money (and the value of any
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2. Thereis no donative element involvedin a
particular transaction with a charity (for ex-
ample, there is generally no donative ele-
ment involved in a visifor's purchase from
a museum gift shop).

3. Thereis only an intangible religious benefit
provided to the donor. The intangible reli-
gious benefit must be provided to the do-
nor by an organization organized exciu-
sively for religious purposes, and must be
of a type thal generally isn't sold in a com-
mercial fransaction outside the donative
context. For example, a donor who, fora
payment, is granted admission to a reli-
gious ceramony for which there is no ad-
migsion charge is provided an intangible
religious benefit. A donor isn't provided in-
tangible religicus benefils for payments
made for tuition for education leading to a
recognized degree, travel services, or
consumer goods,

4. The donor makes a paymentof $75 or
less per year and receives only annual
membership benefits that consist of:

a. Any righis or privileges (other than the
right to purchase tickets for college
athlelic evenis) that the {axpayer can
exercise often during the membership
period, such as free or discounted ad-
missions or parking or preferred ac-
cess 1o goods or services, or

b. Admission to evenis that are open
only o members and the cost per per-
son of which is within the limits for
low-cost articles described in Rev.
Proc. 80-12 (a5 adjusted for inflation),
Hey, Frog, 8012,

Good faith estimate of fair market value
(FRiV}). An organization can use any reasona-
ble method {o estimate the FMV of goods or
services it provided to a donor, as long as it ap-
plies the method in good faith.

The organization can estimate the FMV of
goods or services that generally aren't commer-
cially available by using the FMV of similar or
comparable goods or services. Goods or serv-
ices may be similar or comparable even if they
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don't have the unigue qualities of the goods or
services being valued.

Exampie 1. A charily provides a 1-hour
tennis lesson with a tennis professional for the
first $500 payment it receives. The tennis pro-
fessional provides 1-hour lessons on a com-
mercial basis for $100. A good faith estimate of
the lesson's FMV is $100.

Example 2. For a paymeni of $50,000, a
rmuseum allows a donor to hold a private event
in a room of the museum. A good faith estimate
of the FMV of the right to hold the event in the
museum can be made by using the cost of rent-
ing & hotel baliroom with a capacity, amenities,
and aimosphere comparable o the museum
room, even though the hotel ballroom lacks the
unique art displayed in the museum room. if the
hotel ballroom rents for $2,500, a good faith es-
timate of the FMV of the right {o hold the event
in the museum is $2,500.

Exampie 3. For a payment of $1,000, a
charity provides an evening lour of a museum
conducted by a well-known arlist. The artist
deesn't provide tours on a comimercial basis.
Tours of the museum normally are free io the
public. A good faith estimale of the FMV of the
evening museum tour is $0 even though it is
conducted by the artist.

Penalty for failure to disciose. A penalty is
imposed on g charity that doesn't make the re-
quired disclosure of a quid pro quo contribution
of more than $75. The penalty is 310 per contri-
bution, not fo exceed $5,000 per fundraising
event or mailing. The charity can avoid the pen-
alty if it can show that the failure was due io rea-
sonable cause,

Acknowledgment of
Charitable Coniributions of
$250 or More

A donor can deduct a charitable contribution of
$250 or more only if the donor has a writlen ac-
knowledgment from the charitable organization.
The donor must get the acknowledgment by the
earlier of:

1. The date the donor files the original return
for the year the contribution is made, or

2. The due date, including exiensions, for fil-
ing the return.

The donor is responsible for requesting and ob-
taining the written acknowledgment from the
denee. A charilable crganization that receives a
payment made as a contribution is ireated as
the donee organization for this purpose even if
the organization (according to the donor's in-
structions or otherwise) distributes the amount
received to one or more charities.

Guid pro quo contribution. If the donee pro-
vides goods or services to the donor in ex-
change for the contribution {a quid pro quo con-
iribution), the acknowledgment must include a
good faith estimale of the value of the goods or
services. See Disclesung of Guid Pro Gun Lon-
ributions earlier.
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Form of acknowledgment. Although there is
no prescribed format for the wrilten acknowl-
edgment, it must provide shough information 1o
substantiate the armount of the contribution. For
more information, see Publication 1771, Chari-
table Contributions ~ Substantiation and Disclo-
sure Requirements.

Cash contributions. To deduct a contribu-
tion of cash, a check, or other monetary gift (re-
gardiess of the amount), a donor must maintain
a bank record or a written communication from
the donee organization showing the doneg's
nams, date, and amount of the coniribution. In
the case of a lump-sum contribution (rather than
a coniribution by payroll deduction} made
through the Combined Federal Campaign or a
similar program such as a United Way Cam-
paign, the written communication must include
the name of the donee organization that is the
ultimate recipient of the charitable contribution.

Contributions by payroll deduction. An
organization may substantiate an employee's
contribution by deduction from its payroll by:

® A pay stub, Form W-2, or other document
showing a contribution o a donee organi-
zation, together with

& A pledge card or other document from the
donee organization that shows its name.

For contributions of $250 or more, the docu-
ment must stale that the donee organization
provides no goods or services for any payroll
contributions. The amount withheld from each
payment of wages to a taxpayer is reated as a
separate contribution.

Acknowledgment of Vehicle
Contribution

It an exempt organization receives a contribu-
tion of a qualified vehicle with a claimed value
af more than 3500, the donee organization is
required to provide a contemporansous written
acknowledgment to the donor. The donee or-
ganization can use a compleled Form 1098-C,
Contributions of Motor Vehicles, Boais, and Air-
planes, for the contemporaneous written ac-
knowledgment. See section 3.03 of pMotics
2006-44, 2005-25 (8.8, 1287 for quidance on
the information that must be included in a con-
temporaneocus writlen acknowledgment and the
deadline for furnishing the acknowledgment fo
the donor.

Any donee organization that provides a con-
temporaneous wrilten acknowledgment o a do-
nor is required o report fo the IRS the informa-
fion confained in the acknowledgment. The
report is due by February 28 (March 31 if filing
electronically) of the vear following the vear in
which the donee organization provides the ac-
knowledgment o the donor. The organization
must file the report on Copy A of Form 1098-C.

An organization that files Form 1098-C on
paper should send it with Form 1098, Annual
Summary and Transmitlal of U.S. information
Returns. See the Instructions for Form 1086 for
the correct filing location.

An organization that is required to file 250 or
more Forms 1098-C during the calendar year
must file the forms electronically or magneti-
cally. Specifications for filing Form 1088-C
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slectronically or magnetically can be found in
Publication 1220, Specifications for Filing
Forms 1097, 1098, 1099, 3821, 3922, 5498,
.

Acknowledgment

For g contribution of a gualified vehicle
. with a claimed value of 3500 or less,
SUHELD don't file Form 1098-C. However, you
can use it as the contermporancols written ac-
knowledgment under section 170{(f(8) by pro-
viding the donor with Copy C only. See the In-
structions for Form 1098-C.

Generally, the organization should complsie
Form 1088-C as the written acknowledgment to
the donor and the IRS. The contents of the ac-
knowledgment depend upon whether the or-
ganization:

& Selis g qualified vehicle without any signifi-
cant intervening use or malerial improve-
ment,

® Intends to make a significant intervening
use of or material improvement to a quali-
fied vehicle prior to sale, or

® Selis a qualified vehicle {o a needy individ-
ual at a price significantly below fair market
value, or a gratuitous transfer io a needy
individual in direct furtherance of a charita-
ble purpose of the organization of relieving
the poor and distressed or the underprivi-
leged who are in need of a means of trans-
portation.

For more information on the acknowledg-
ment, see Nolice 200544,

Material improvements or significant inter-
vening use. To constitute significant interven-
ing use, the organization must actually use the
vehicle to substantially further the organization's
regularly conducted activities, and the use must
be significant, not incidental. Factors in deter-
mining whether a use is a significant intervening
use depend on the nature, extent, frequency,
and duration. For this purpose, use includes
providing transporiation on a reguilar basis fora
significant pericd of time or significant use di-
rectly related to training in vehicle repair. Use
deesn't include the use of a vehicle o provide
fraining in business skills, such as marketing or
sales. Examples of significant use include:

& [Jriving a vehicle every day for 1 yeario
deliver meals to needy individuals, if deliv-
ering meals is an activity regularly conduc-
ted by the organization.

@ Driving a vehicle for 10,000 miles over a
1-year period {o deliver meals to needy in-
dividuals, if delivering meals is an activity
regularly conducted by the organization.

Material improvements include major repairs
and additions that improve the condition of the
vehicle in a manner that significantly increases
the value. To be a material improvement, the
improvement can't be funded by an additional
payment o the organization from the donor of
the vehicle. Material improvements don't in-
clude cleaning, minor repairs, routine mainte-
nance, painting, removal of denis or scraiches,
cleaning or repair of upholstery, and installation
of theft deterrent devices.

ED_002434_00004582-00016



Penalties. If your charitable organization re-
ceives contributions of used motor vehicies,
boats, and airplanes valued over 3500 it may be
subject fo a penalty if it knowingly:

& Fails {o furnish an acknowledgementina
timely manner, showing the required infor-
mation, or

# Fumishes a false or fraudulent acknowi-
edgement of the contribution.

Other penalfies may apply. See Part ©
in the curent General instructions for
SYEERl Certain information Relums,

An acknowledgment confaining a certifica-
tion will be presumed to be false or fraudulent if
the qualified vehicle is sold o a buyer other
than a needy individual without a significant in-
tervening use or material improvement within 6
rmonths of the date of the contribution.

If a charity sells a donated vehicle at auc-
tion, the 1RS won't accept as subsiantiation an
acknowledgment from the charity staling that
the vehicle is o be ransferred to a needy indi-
vidual for significantly below fair market value.
Yehicles sold at auction aren't sold at prices
significantly below fair market value, and the
IRS won't freat vehicles sold at auction as quali-
fying for this exception.

The penally for a false or fraudulent ac-
knowledgment where the donee cerlifies thatl
the vehicle won't be transferred for money,
other property, or services before completion of
material improvements or significant intervening
use or the donee certifies that the vehicle is to
be transferred to a needy individual for signifi-
cantly below fair market value in furtherance of
the doneeg's charitable purpose is the larger of
$5,000 or the claimed value of the vehicle multi-
plied by 32.6%.

The penalty for an acknowledgment relating
to a qualified vehicle being sold in an arm's
length transaction to an unrelated party is the
larger of the gross proceeds from the sale or
the sales price stated in the acknowledgment
multiplied by 39.6%.

Qualified Intellectual
Property

A taxpayer who contributes qudlified intellectual
property to a charity may be entitled to a chari-
table deduction, in addition 1o any initial deduc-
tion allowed in the year of contribution. The ad-
ditional deduction is based on a specified
percentage of the qualified donee income with
respect o the qualified inteliectual property. To
qualify for the additional charitable deduction,
the donor must provide notice o the donee at
the time of the contribution that the donor in-
tends 1o treat the contribution as qualified intel-
lectual property contribution for purposes of
sections 170{m} and 8050L.

Every donee organization described in sec-
tion 170{c) (except a private foundation as de-
fined in section 509(a) that isn't described in
section 170(b}(1}{F)) that receives or accrues
net income from a charitable gift of qualified in-
tellectual property must file Form 8899,

Formy B8%9. Form 8898, Notice of Income
From Donated Intellectual Property, is used by
a donee 1o report net income from qualified in-
tellectual property o the donor of the property

and to the IRS and is due by the last day of the
firat full month following the close of the donee's
tax year. This form must be filed for each tax
vear of the donee in which the donaled property
produces net income, but only if all or part of
that tex vear occurs during the 10-yvear period
beginning on the date of the contribution and
that tax year doesn't begin afler the expiration
of the legal life of the donated property.

Cualified donee income. Qualified donee in-
come is any net income received by or acerued
o the donee that is properly allocable to the
qualified inteliectual property for the tax vear of
the donee which ends within or with the tax year
of the donor. income isn't treated as allocated
to qualified inteliectual property if il is received
or accrued after the earlier of the expiration of
the legal life of the qualified inteliectual prop-
erty, or the 10-vear period beginning with the
date of the contribution.

Gualified intellectual property. Qualified in-
tellectual property is generally any patent, copy-
right, rademark, trade name, frade secrei,
know-how, software or similar property, or ap-
plications or registrations of such property
{other than property contributed to or for the use
of a private foundation as defined in section
509{a) that isn't described in section

1701 YFY). See Exceptions below.

Exceptions. The following property isn'i
considered gqualified intellectual property for
purposes of the additional charitable deduction:

1. Computer software that is readily available
for purchase by the general public, is sub-
ject to a nonexciusive license, and has not
heen substantially modified.

2. A copyright held by a taxpayer:

& Whose personal efforts crealed the prop-
erty, or

& inwhose hands the basis of the property is
determined, for purposes of determining
gain from a sale or exchange, in whole or
in part by reference to the basis of the
property in the hands of a taxpayer whose
personal efforis created the property.

Report of Cash Received

An exempt organization that receives, in the
course of its activiies, more than $10,000 cash
in one transaction {or two or more related trans-
gctions) that isn't a charitable contribution must
report the transaction to the IRS on Form 8300,
Report of Cash Payments Cver 310,000 Re-
ceived in a Trade or Business.
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Pubilic Iinspection

of Exemption
Applications, Annual
Returns, and Political
Organization Reporting
Forms

The following rules apply io private foundations
as well as other tax-exempt organizations. Pri-
vate foundations filing annual returns are sub-
ject to the public disclosure requiremenis under
section 8104(d).

Included in this section is a discussion on
the public inspection requirements for political
organizations filing Forms 8871 and 8872,

Annual information Belurn

An exempt organization must make available
for public inspection, upon request and without
charge, a copy of ifs original and amended an-
nual information returns. Each information re-
turn must be made available from the date itis
required fo be filed {(determined with regard 1o
any sxitensions), or is actually filed, whicheveris
later. An original refurn doesn't have 1o be made
available if more than 3 vears have passed from
the date the refurn was required to be filed (in-
cluding any exiensions) or was filed, whichever
is later. An amended returmn doesn't have to be
made available If more than 3 years have
passed from the date it was filed.

An annual information return includes an ex-
act copy of the relurn (Forms 980, 990-EZ,
990-BL, 990-PF, 990-T, or 1065), and amended
returnt if any, and all schedules, attachments,
and supportiing documents filed with the IRS.

An annual information return doesn't in-
clude:
& Schedule A of Form 990-BL,
& Schedule K-1 of Form 1085, or
e Form 1120-POL.

In the case of a tax-exempt organization
other than a private foundation, an annual infor-
mation return doesnt include the names and
addresses of coniributors to the organization.

Form 980-T. All section 501{(c)(3) or-
ganizations that file Form 980-T must
GOHEL make the refurn public, regardiess of
whather the organization is otherwise subject o
ihe disciosure requirements of section 6104.
For example, although churches aren't required
io file Form 1023 or Form 890 with the IRS, they
must file the Formm 980-T with the IRS o report
unrelated business laxable income. Thus,
churches must disclose Form 880-T to the pub-
fic.

Siate colleges and universities that have
been recognized by the IRS as exempt under
section 501(a) as organizations described in
section 501(cy(3) must disclose Form 99C-T fo
the public. However, state colleges and univer-
silies thal are subject io tax under section
511{a) solely by virtue of section 511(a)(2)}(B)
and that haven't been recognized by the IRS as

Page 17

ED_002434_00004582-00017



exempt under section 501(a} as organizations
described in section 501{c)3) aren't required o
make their Forms 890-T public.

Public Inspection of
Exemption Application

An exempt organization must also make availa-
ble for public inspection without charge its ap-
plication for tax-exempt status. An application
for tax exemption includes the application form
(such as Forms 1023 or 1024}, all documents
and statements the IRS requires the organiza-
tion io file with the form, any statement or other
supporiing document submitted by an organiza-
tion in support of its application, and any letier
or other document issusd by the IRS concern-
ing the application.

The application for exemption doesn't in-
clude:
& Any application from an organization that
isn't yet recognized as exempt;
@ Any material that is required to be withheld

® |n the case of a lax-exempt organization
cther than a private foundation, the names
and addresses of contributors o the or-
ganization; or

& Any applications filed before July 15, 1987,
if the organization didn't have a copy of the
application on July 15, 1887.

If there is no prescribed gpplication form,
see Regulations section 301.6104{d)-1(b}3)()
for a list of the documents that must be made
available.

Material required o be withheld from
public inspection. Material thal is required o
be withheld from public inspection includes:

# Trade secrets, patents, processes, styles
of work, or apparatus for which withholding
was requesied and granied;

® National defense malerial,

& Unfavorable rulings or determination let-
ters issued in response to applications for
tax exemption;

& Rulings or determination letiers revoking or
modifying a favorable determination letler;

& Technical advice memoranda relating o a
disapproved application for tax exemption
or the revocation or modification of a favor-
able determination lstter;

® Any letter or document filed with or issued
by the 1RS relaling to whether a proposed
or accomplished fransaction is a prohibited
transaction under section 503;

& Any letler or document filed with or issued
by the IRS relating to an organization's sta-
tus as an organization described in seclion
209(a) or 4942()(3), unless the leiter or
document relates io the organization's ap-
plication for tax exemption; and

® Any other letter or document filed with or
issued by the IRS which, although it relates
to an organization's tex-exempt status as
an organization described in section
501{c) or 501({d), doesn't relale fo that or-
ganization's application for tax exemption.

Time, place, and manner restrictions. The
annual returns and exemption application must
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be made available for inspection, without
charge, at the organization's principal, regional,
and district offices during regular business
hours. The organization can have an employee
present during inspection, but must aliow the in-
dividual {o take notes freely and to photocopy at
no charge if the individual provides the photo-
copying equipment. Generally, regional and dis-
trict offices are those that have paid emplovees
who together are normally paid for at least 120
hours a week.

If the organization doesn't maintain a perma-
nent office, it must make its application for fax
exemption and its annual information retumns
available for inspection at a reasonable location
of iis choice. It must permit public inspection
within a reasonable amount of time after receiv-
ing a request for inspection (normally not more
than 2 weeks) and al a reascnable time of day.
At its option, it can mall, within 2 weeks of re-
celving the request, a copy of its application for
fax exemption and annual information returns 1o
the requester in lisu of allowing an inspection.
The organization can charge the requester for
copying and actual postage costs only if the re-
guester consents o the charge.

An organizgtion that has a permanent office,
but has no office hours or very limited hours
during certain times of the year, must make its
documents available during those periods when
office hours are limited or not available as
though it were an organization without a perma-
nent office.

Furnishing coples. An exempl organizalion
also must provide a copy of all, or any specific
part or schedule, of its three most recent annual
information returns and/or exemption applica-
tion {0 anyone who requests a copy either in
person or in writing at its principal, regional, or
district office during regular business hours. if
the individual made the request in person, the
copy must be provided on the same business
day the request is made unless there are un-
usual circumnstances. Unusual circumstances
are  defined in Hegulations  section
301.8104(d)- 1(cy(1)i).

The organization must honor a writlen re-
guest for a copy of documents or specific parts
or schedules of documents that are required io
be disciosed. However, this rule only applies if
the request:

& |s addressed to the exempt organization's
principal, regional, or district office;

® s sent io that address by mail, electronic
mail {e-maily, facsimile (fax}, or a private
delivery service approved by the IRS; and

@ (ives the address io where the copy of the
document should be sent.

The organization must mail the copy within
30 days from the date it receives the request.
The organization can request payment in ad-
vance and must then provide the copies within
30 days from the date it receives payment.

Fees for copies. The organization can
charge a reasonable fee for providing copies, it
can charge no more for the copies than the per
page rate the RS charges for providing copies.
The IRS can't charge more for copies than the
fees listed in the Freedom of Information Act
(FOLA) fee schedule. Although the 1RS charges
no fee for the first 100 pages, the organization
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can charge a fee for all copies. For noncommer-
cial requesters, the FOIA schedule currently
provides a rate of $.10 per page for black and
white pages, and $.20 per page for color pagss.
The organization can also charge the aciual
postage costs it pays to provide the copies.

Regional and district offices. Generally, the
same rules regarding public inspection and pro-
viding copies of applications and annual infor-
mation returns that apply to a principal office of
an exempt organization also apply to its re-
gional and district offices. However, a regional
or district office isn't required to make its annual
information refurn available for inspection or {o
provide copies until 30 days after the date the
return is required o be filed {(including any ex-
fensions) or is aciually filed, whichever is later.

Local and subordinate organizations. A lo-
cal or subordinate organization is an exempi or-
ganization that didr't file iis own application for
fax exemption because it is covered by a group
exemption letter. Generally, a local or subordi-
nate organization of an exempt organization
must, upon request, make available for public
inspection, or provide copies of:

1. The application submitted to the IRS by
the central or parent organization fo oblain
the group exemption letler, and

2. Those documenis which were submitied
by the central or parent organization to in-
clude the local or subordinate organization
in the group exemption letter.

However, if the ceniral or parent organization
submits o the IRS a list or directory of local or
subordinate organizations covered by the group
exemption letter, the local or subordinate organ-
ization is required o provide only the applica-
tion for the group exemption ruling and the pa-
ges of the list or directory that specifically refer
fo it

The local or subordinate organization must
permit public inspection or comply with a re-
quest for copies made in person, within a rea-
sonable amount of ime (normally not more than
2 weeks) after receiving a request made in per-
son for public inspection or copies and al a rea-
sonable time of day. In lisu of allowing an in-
apection, the local or subordinate organization
can mail a copy of the applicable documents fo
the person requesting inspection within the
same fime period. In that cass, the organization
can charge the requester for copying and actual
postage costs only if the requester consents o
the charge. If the local or subordinale organiza-
iion receives a writlen request for a copy of its
application for exemption, it must fulfill the re-
guest in the ime and manner specified earlier.

The requester has the option of requesting
from the central or parent organization, at its
principal office, inspection or copies of the ap-
plication for group exemption and the malerial
submitted by the central or parent organization
to include a local or subordinale organization in
the group ruling. If the ceniral or parent organi-
zgtion submits to the IRS a list or directory of lo-
cal or subordinate organizations covered by the
group exemption letter, it must make the list or
directory available for public inspection, but it is
required to provide copies only of those pages
of the list or directory that refer to particular
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local or subordinate organizations specified by
the requester. The central or parent organiza-
fion must fulfill such requests in the time and
manner specified sarlier.

A local or subordinate organization thatl
doesn't file its own annual information return
(because it is affiliated with a central or parent
organization that files a group return) must, on
request, make available for public inspection, or
provide copies of, the group returns filed by the
central or parent organization. However, if the
group relurn includes separate schedules for
each local or subordinate organization included
in the group relurn, the local or subordinate or-
ganization receiving the request can omit any
schedules relating only fo other organizations
included in the group return. The local or subor-
dinate organization must permit public inspec-
fion, or comply with a request for copies made
in person, within a reascnable amount of time
{normally not more than 2 weeks) afier receiv-
ing a request made in person for public inspec-
fion or copies and at a reasonabile time of day.

in lieu of allowing an inspection, the local or
subordinate organization can mail a copy of the
applicable documenis to the person requesting
inspection within the same fime period. In this
case, the organization can charge the requester
for copying and actual postage costs only if the
requester consents to the charge. if the local or
subordinate organization receives a wrillen re-
quest for a copy of iis annual information retum,
it must fulfill the request by providing a copy of
the group return in the time and manner speci-
fied earlier. The requester has the option of re-
guesting from the ceniral or parent organiza-
fion, at Hs principal office, inspection or copies
of group refums filed by the central or parent or-
ganization. The central or parent organization
must fulfill such requests in the time and man-
ner specified earlier.

if an organization fails to comply, it may be
liable for a penally. See Panallies, later.

Making applications and annual informa-
tion returns widely available. An exempt or-
ganization doasn't have o comply with requests
for copies of ifs annual information retums or
exemption application if it makes them widely
available. However, making these documents
widely available doesn't relieve the organization
from making its documents available for public
inspection.

The organization can make its application
and annual information returns widely available
by posting the application and annual informa-
tion retumns on the intemet. For the rules to fol-
low so that the intemet posting will be consid-
ered widely available, see Regulations section
301.6104({d)-2(b).

If the organization has made its application
for tax exemption and/or annual information re-
wrns widely available, it must inform any indi-
vidual requesting a copy where the documenis
are available, including the website address on
the intemst, if applicable. If the request is made
in person, the notice must be provided immedi-
alely. If the request is made in writing, the no-
tice must be provided within 7 days.

Harassment campaign. If the tax-exempt or-
ganization is the subject of a harassment cam-
paign, the organization may not have io fulfill re-

quests for information. For more information,
see Regulalions section 301.8104(d)-3.

Political Organization
Heporting Forms

Forms 8871 and 8872 (discussed earlier under
Reporfing Requiraments for a Polifical Crgani-

Form 8871. Form 8871 {including any sup-
porting papers), and any letter or other docu-
ment the IRS issues with regard to Form 8871,

Form 8872, Form 8872 (including Sched-
ules A and B) are open to public inspection on-

orgs).

Electronically filed Forms 8871 and 8872
are available online 48 hours after the form has
been filed. Forms 8872 that are filed by mail are
available onling after being imaged by the IRS.
These forms are considerad widely available if
you provide the online address 1o the requester.
in addition, your organization rmust make a copy
of these materials available for public inspection
during regular business hours at the organiza-
tior’s principal office and at each of its regional
or district offices having at least three paid em-
ployses.

Penalties

The penalty for faillure {o allow public inspection
of annual refurns is $20 for each day the failure
coniinues. The maximum penalty on all persons
for failures involving any one return is $10,000.

The penally for failure o allow public inspec-
fion of exemption applications is $20 for each
day the failure continues.

The penalty for willful failure to allow public
inspection of a return or exemption application
is $5,000 for each reflum or application. The
penally also applies to a wiliful failure to provide
copies.

The penalty for failure to allow public inspec-
tion of a political organization's section 527 no-
tice (Form 8871) is $20 for each day the failure
continues.

The penalty for failure to allow public inspec-
tion of a section 527 organization's contribu-
fions and expendilures report (Form 8872) is
$20 for each day the fallure continues. The
maximum penalty on all persons for failures in-
volving any one report is $10,000.

Required Disclosures

Certain exempt organizations must disclose o
the IRS or the public certain information about
their activities. Generally, an organization dis-
closes this information by entering it on the ap-
propriate lines of its annual return. In addition,
there are disclosure requirements for:

& Solicitation of nondeductible contributions,
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2 Sales of information or services that are
available free from the government,

® [ues paid 1o the organization that aren't
deductible because they are used for lob-
bying or political activities, and

® Prohibited tax sheilter transactions.

Solicitation of Nondeductible
Contributions

Solicitations for coniributions or other payments
by certain exermnpt organizations (including lob-
bving groups and political action commitices)
must include a siatement thal payments fo
those organizalions aren't deductible as charita-
ble contributions for federal income {ax purpo-
ses. The statement must be included in the
fundraising solicitation and be conspicuous and
easily recognizable.

Organizations subject to requiremenis. An
organization must follow these disclosure re-
guirements if it is exempt under seciion 501(c),
other than section 501(c}{1), or under section
501({d), unless the organization is sligible o re-
cejve tax deductible charitable contributions un-
der section 170{c). These requiremenis must
be followed by, among others:

1. Social welfare organizations (section
BO1(c){4)),

Labor unions {section 501{c)}{5}),
Trade associations (section 501(c}{6)),

Social clubs {section 5301{(c){7)).

Wk W

Fraternal organizations {(section 501{(c}{8)
and 501{c}{10)) (however, fraternal organ-
izations described in section 170(¢}){4)
must follow these requirements only for
solicitations for funds that are io be used
for noncharitable purposes not described
in section 170{(c}{4)),

8. Any political organization described in
section 527(e), including political cam-
paign committees and political action
comitiees, and

7. Any organization not eligible {o receive
tax-deductible contributions if the organi-
zation or g predecessor organization was,
at any fime during the 5-year petiod end-
ing on the date of the fundraising solicita-
tion, an organization of the type to which
this disclosure requirement applies.

Fundraising solicitation. This disciosure re-
quirement applies o a fundraising solicitation if
all of the following are true.

1. The organization soliciling the funds nor-
mally has gross receipts over $100,000
per year.

2. The solicitation is part of a coordinated
fundraising campaign that is soliciling
more than 10 persons during the year.

3. The solicitation is made in written or prin-
ted form, by television or radio, or by tele-
phone.

Penalties. Failure by an organization to make
the required statement will result in a penally of
$1,000 for each day the failure occurred, up lo a
maximum penally of $10,000 for a calendar
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vear. No penally will be imposed if it is shown
that the failure was due to reasonable cause. if
the failure was due to inientional disregard of
the reguirements, the penalty may be higher
and isn't subject to a maximum amount.

Sales of Information or
Services Available Fres
From Government

Certain organizations that offer to sell to individ-
uals {or solicit money for) information or routine
services that could be readily oblained free (or
for a nominal fee) from the Federal Government
must include a statement that the information or
service can be so obfained. The statement
must be made in a conspicuous and easily rec-
ognized format when the organization makes
an offer or solicitation o seli the information or
service. Organizations affected are those ex-
empt under section 501{c) or 501(d) and politi-
cal organizations defined in section 527(e).

Penalty. A penalty is provided for failure fo
comply with this requirement if the failure is due
to intentional disregard of the requirement. The
penalty is the greater of $1,000 for each day the
failure occurred, or 50% of the total cost of all
offers and solicilations that were made by the
organization the same day that it fails {o meet
the requirement.

Dues Used for Lobbying
or Political Activities

Ceriain exempi organizations must notify any-
one paying dues to the organization whether
any part of the dues isn't deductible because it
is related to lobbying or political activities.

An organization must provide the notice if it
is exempt from tax under section 501(a) and is
one of the following.

1. A social welfare organization described in
section 501{c){4) that isn't a velerans' or-
ganization.

2. An agriculiural or horticultural organization
described in section 501(c)(8).

3. A business league, chamber of com-
merce, real estaie board, or other organi-
zation described in section 501(c)(6).

However, an organization described in (1), (2},
or {3) doesn't have 1o provide the notice if if es-
tablishes that substantially all the dues paid to it
aren't deductible anyway or if certain other con-
ditions are met. For more information, see Rev.
Proc. 98-18, 1888-1 C.B. 547 (or later update).

if the organization doesn't provide the re-
guired notlice, it may have 1o pay a lax thatis re-
ported on Form 990-T. But the tax doesn't apply
o any amount on which the section 527 tax has

ganization ncome Tayx Belurn, earlier,

For more information about nondeductible
dues, ses Deduction not alicwsd for dues used
for poftical or jeqisialive activities, under Sec-
tion 801{c)(6) organizations, later.
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Prohibited Tax Shelter
Transactions

Every exempt organization (as defined in sec-
tion 4965(c)) that is a party to a prohibited tax
shelter fransaction is required to disclose to the
RS the following information:

& ‘Whether such crganization is a party o the
prohibited tax shelter transaction (as de-
fined in section 4865(e)}; and

® The identity of any other party to the trans-
action that is known 1o the exempt organi-
zation.

Party to a prohibited tax shelier transac-
tion. An exempt organizalion is a party o a
prohibited {ax shelter transaction i the organi-
zation:

1. Facilitales a prohibited {ax sheller transac-
tion by reason of its tax-exempt, tax-indif-
ferent, or lax-favored status; or

o

Is identified in published guidance by type,
class, or role as a party 1o a prohibited tax
shelter fransaction.

See Frohibited Tax Shelter Transactons
later for further information.

Disclosure. A single disclosure is made by the
organization for esach prohibiled tax sheler
transaction. The disciosure is made on Form
8888-T, Disclosure by Tax-Exempt Eniity Re-
garding Prohibited Tex Shelter Transaction.

Due date. Generally, for exempt organiza-
fions described in 1 above, the disciosure is
die on or before May 15 of the calendar vear
following the close of the calendar year thal the
exempt organization entered into the prohibited
text shelter fransaction. If any date falls on a Sat-
urday, Sunday, or legal holiday, substitule the
next business day. However, the disclosure for
subsequently listed transactions (as defined in
section 4865(e}(2)) is due on or before May 15
of the calendar year following the close of the
calendar vear that the transaction was identified
by the Secretary as a listed transaction.

The disclosure for exempt organizations de-
scribed in 2 above is due on or before the date
the first tax refurn {(whether original or amended
return) is filed that reflects a reduction or alimi-
nation of the exempt organization's liability for
applicable federal employment, excise, or unre-
lated business income taxes that is derived di-
rectly or indirectly from tax consequences or tax
strategy described in the published guidance
that lists the fransaction.

Penalty. Exempt organizations that fail o file
the required disclosure are subject to a nondi-
sclosure penally of $100 for each day the failure
continues with a maximum penally for any one
disclosure of $50,000.

Also, if the IRS makes a writlen demand on
any exempt organization subject to this penalty,
giving the organization a reascnable date o
make the disclosure, and the organization fails
to make the disclosure by that date, the organi-
zation is subject to a penalty of $100 for each
day after the date specified by the IRS uniil dis-
closure is made (with a maximum penalty for
any one disclosure of $10,000).
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Miscellaneous Hules

Organizational Changes and
Exempt Status

it your exempt organization changes its legal
structure, such as from a trust 1o a corporation,
you must file a new exemption application to es-
tablish that the new legal entity qualifies for ex-
emption. If your organization becomes inactive
for a period of time but doesn't cease being an
entity under the laws of the state in which Hwas
formed, iis exemplion wont be ilerminated.
However, unless you are covered by one of the
filing exceptions, vou will have to continue fo file
an annual information retumn during the period
of inactivity. If your organization has been ligui-
dated, dissolved, terminated, or substantially
contracted, you should fite your annual return of
information by the 15th day of the 5th month af-
ter the change and foliow the applicable insiruc-
tions to the form.

If your organization amends its articles of or-
ganization or its internal requiations (bylaws),
then follow the instructions to Form 980, Form
99C-EZ, or Form 890-PF for reporting these
changes. Regardless of whether vour organiza-
tion files an annual information refurn, you may
also report these changes fo the EC Determina-
tions office; however, such reporting doesn't re-
lieve vyour organization from reporting the
changes on its annual information return. For in-
formation about informing the IRS of a termina-
fion or merger, see Publication 4779, Facts
about Terminating or Merging Your Exempt Or-
ganization.

An organization should report new signifi-
cant program services or significant changes in
how it conducts program services, and signifi-
cant changes to its organizational documents,
ort its Form 280 rather than in a letler io EO De-
terminations. EO Determinations no longer is-
sues letters confirming the tex-exempt status of
organizations that report new services or signifi-
cant changes, or changes io organizational
documents.

Change in Accounting Period

The procedures that an organization must fol-
low to change its accounting period differ for an
independent organization and for a central or-
ganization that seeks a group change for its
subordinate organizations.

independent organizations. If an organiza-
tion isn't required to file an annual information
return, but files a Form 990-T, it can change its
annual accounting period by limely filing the
Form 990-T. If neither an information return nor
a Form 980-T is required {o be filed, an organi-
zgtion must notify the IRS by letler that it has
changed its fiscal period.

if an organization changed ifs annual ac-
counting pericd at any time within the previous
10 years and within that time it had a filing re-
guirement, the organization must file a Form
1128, Application io Adopt, Change, or Retain a
Tax Year, with its timely filed annual information
return or Form 990-T, as appropriate, whether
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or not the filing of the information return or Form
98C-T would have otherwise been required for
that vear.

Central organizations. A central organization
can oblain approval for a group change in an
annual accounting period for its subordinate or-
ganizations on a group basis only by filing Form
1128 with the Service Cenier where it files its
annual information return. For more information,
see Rev. Prog. 76-10, 1978-1 C.B. 548, as
modified by Rev. Proc. 78-3, 1879-1 C.B. 483,
or any later updates.

Due date. Form 1128 must be filed by the 15th
day of the 5th month following the close of the
short period.

introduction

An organization may qualify for exemption from
federal income tax if it is organized and oper-
ated exclusively for ong or more of the following
pUIposes.

Religious.

Charitable.

Scientific.

Testing for public safely.

Literary.

Educational.

Fostering national or international amateur
sports competition (but only if none of ifs
activilies involve providing athletic facilities

2 % & & & 8 @

ong, later in this chapter).
& The prevention of cruslty to children or ani-
mals.

To qualify, the organization must be organ-
ized as a corporation {including a limited lability
company), unincorporated associalion, or irust.
Sole proprietorships, partnerships, individuals,
or loosely associated groups of individuals
won't qualify.

Examples. Qualifying organizations include:
® Nonprofit old-age homes,
& Parent-teacher associations,
® Charitable hospitals or other charitable or-
ganizations,
Alumni associations,
Schools,
Chapters of the Red Cross,
Boys' or Girls’ Clubs, and
Churches.

e & & 8 9

Child care organizations. The term edu-
cational purposes includes providing for care of
children away from their homes if substantially
all the care provided is to enable individuals
(the parenis) to be gainfully empioved and the
services are available to the general public.

Instrumentalities. A stale or municipal instru-
mentality may qualily under section 501(c}3) if
it is organized as a separate entity from the gov-
ernmental unit that created it and if it otherwise
meets the organizational and operational iests
of section 501(c)(3). Examples of a qualifying
instrurnentality might include state schools, uni-
versities, or hospitals. However, if an organiza-
tion is an integral part of the local government
or possesses governmental powers, it doesn't
qualify for exemption. A state or municipality it~
self doesn't qualify for exemption.

Topics
This chapier discusses:

Contributions to 501{(c){3) organizations,

Applications for recognition of exemption,

Articles of Organization,

Educational organizations and private

schools,

Organizations providing insurance,

Other section 501(c){(3) organizations,

& Private foundations and public charilies,
and

& | obbying expenditures.

& & & B

® 8

Useful ltems
You may want to see:

Forms {and instructions)

1 1023 Application for Recognition of
Exemption Under Section 501(c){(3)
of the internal Revenue Code

{1 1023-EZ2 Streamlined Application for
Recognition of Exemption Under
Section 501(c)(3) of the Intemal
Hevenue Code

See chapter 6 for information about getling pub-
lications and forms.

Contributions to 501{c)
(3) Organizations

Contributions fo domestic organizations descri-
bed in this chapter, except organizations testing
for public safety, are deductible as charniable
coniributions on the donor's federal income tax
return.

Fundraising events. If the donor receives
something of value in return for the contribution,
a common ocourrence with fundraising efforts,
part or all of the contribution may not be deduc-
tible. This may apply to fundraising aclivities
such as charity balls, bazaars, banquels, auc-
tions, concerts, athletic events, and solicitations
for membership or contributions when mer-
chandise or benefils are given in return for pay-
ment of a specified minimum coniribution.

if the donor receives or expects io receive
goods or services in return for a coniribution fo
your organization, the donor can't deduct any
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part of the contribution unless the donor intends
to, and does, make a payment greater than the
fair market value of the goods or services. i a
deduction is allowed, the donor can deduct only
the part of the coniribution, if any, that is more
than the fair market value of the goods or serv-
ices received. You should determine in ad-
vance the fair market value of any goods or
services io be given to contributors and tell
them, when you publicize the fundraising event
or solicit their confributions, how much is de-
ductible and how much is for the goods or serv-
ices. See LHaciosure of Chiid Pro Gua Contibu-

Exemption application not filed. Generally,
donors can'l deduct any charitable contribution
o an organization that is required to apply for
recognition of exernption but has not done so.

Separate fund-—contributions that are de-
ductible. An organization that is exempt from
federal income tax other than as an organiza-
tion descrived in section 5C1{c)(3) can, if it de-
sires, establish a fund, separate and apart from
its other funds, exclusively for religious, charita-
bile, scientific, literary, or educalional purposes,
fostering national or international amatsur
sports competition, or for the prevention of cru-
elty to children or animals.

If the fund is organized and operaled exciu-
sively for these purposes, it may qualify for ex-
emption as an organization described in section
501{cy3), and contributions made fo it will be
deductible as provided by section 170. A fund
with these characteristics must be organized in
such a manner as to prohibil the use of its funds
upon dissolution, or otherwise, for the general
purposes of the organization creating it.

Personal benefit contracts. Generally, chari-
table deductions won't be allowed for a transfer
to, or for the use of, a section 501(c)(3) or {¢){(4)
organization if in connection with the transfer:
® The organization dirscily or indirectly pays,
or previously paid, a premium on a per-
sonal benefit contract for the transferor, or
@ There is an undersianding or expectation
that anyone will directly or indirectly pay a
premium on a personal benefit coniract for
the transferor.

A personal benefit contract with respect o
the transferor is any life insurance, annuily, or
endowmert contract, if any direct or indirect
beneficiary under the coniract is the iransferor,
any member of the transferor's family, or any
other person designated by the transferor.

Certain annuify contracts. |f an organiza-
fion incurs an obligation io pay a charitable gift
annuity, and the organization purchases an an-
nuity contract to fund the obligation, individuals
receiving payments under the charitable gift an-
nuity won't be treated as indirect beneficiaries if
the organization owns all of the incidents of
ownership under the contract, is entitled o all
paymenis under the conlract, and the Himing
and amount of the paymentis are substantially
the same as the fiming and amount of pay-
ments io each person under the obligalion (as
such obiligalion is in effect at the time of the
fransfer).
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Cerlain conifracts held by a charitable
remainder trust. An individual won't be con-
sidered an indirect beneficiary under a life in-
surance, annuily, or endowment contract held
by a charitable remainder annuilty trust or a
charitable remainder unitrust solely by reason
of being entitted to the payment if the frust owns
all of the incidents of ownership under the con-
tract, and the frustis entitled o all payments un-
der the contract.

Excise tax. If the premiums are paid in con-
nection with a fransfer for which a deduction
isn't allowable under the deduction denial rule,
without regard to when the fransfer {o the chari-
table organization was made, an excise tex will
be applied that is equal fo the amount of the
premiums paid by the organization on any life
insurance, annuity, or endowment contract. The
epicise tax doesn't apply if all of the direct and
indirect beneficiaries under the contract are or-
ganizations.

Excise Taxes. A charilable organization li-
able for excise taxes must file Form 4720, He-
turn of Certain Excise Taxes Under Chaplers 41
and 42 of the Internal Revenue Code. Gener-
ally, the due date for filing Form 4720 occurs on
the fifteenth day of the fifth month following the
close of the organization's {ax year.

indoor tanning services. i your organiza-
tion provides an indoor tanning bed service, the
ACA imposed a 10% excise tex on services
provided after June 30, 2010. For more infor-
mation, go io IRS.gov and select Affordable
Care Act Tax Provisions.

Application for
Hecognition of
Exemption

This discussion describes certain information to
he provided upon application for recognition of
sxemption by all organizations created for any
of the purposes described earlier in this chap-
ter. For example, the application must include a
conformed copy of the organization's articles of

ganization headings that follow for specific in-
formation your organization may need o pro-
vide.

Form 1023. Your organization must file its ap-
plication for recognition of exemption on Form
1023. See chapter 1 and the instructions ac-
companying Form 1023 for the procedures o
follow in applying. Some organizations aren'i re-
quired to file Form 1023, See Organizations Not
Required To File Form 1023, later.

If you are a small organization, you can save
time and money by filing Form 1023-E2Z instead
of Form 1023, You can find more information on
filing this form at Inglructions for Fonm 1023-£7.
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Additional information to help you com-
@ plete your application can be found on-
line. Go fo Exemption Requirement ~

Section 501(c)(3) Organizalions and select the
fink at the bottom of the Web page for step by
step help with the applicalion process. See
Exemption Feguirements ~ Section 501(cH3)

o

Form 1023 and accompanying staiements
rust show that all of the following are frue.

1. The organization is organized exclusively
for, and will be operated exclusively for,
one or more of the purposes (religious,
charitable, etc.) specified in the introduc-
tion to this chapter.

o

Mo part of the organization's net earnings
will inure to the benefit of private share-
holders or individuals. You must establish
that your organization won't be organized
or operated for the benefit of private inler-
ests, such as the crealor or the creator's
family, shareholders of the organization,
other designated individuals, or persons
controlled directly or indirectly by such pri-
vale interests.

3. The organization won't, as a substantial
part of its activilies, attempt to influence
legisiation (unless it elects to come under
the provisions allowing certain lobbying
expenditures) or participate fo any exient
in a political campaign for or against any
activity, next, and Lobbying Expenditures,
near the end of this chapier.

Pofitical activity. I any of the aclivilies
{(whether or not substantial} of your organization
consist of participating in, or infervening in, any
political campaign on behalf of {or in opposition
o) any candidale for public office, your organi-
zgtion won't qualify for tax-exempt stalus under
section 801(c)(3). Such participation or inter-
veniion includes the publishing or distributing of
statements.

Whether your organization is participating or
intervening, directly or indirectly, in any political
campaign on behalf of (or in opposition to) any
candidate for public office depends upon all of
the facts and circumstances of each case. Cer-
fain voter education activilies or public forums
conducted in a nonpartisan manner may nol be
prohibited political activity under section 501{c)
(3}, while other so-called voter education activi-
ties may be prohibited.

Effective date of exemption. Most organiza-
tions described in this chapler that were organ-
ized after October 5, 1969, won't be treated as
tax exempt unless they apply for recognition of
exemption by filing Form 1023. These organiza-
tions won't be treated as tax exempt for any pe-
riod before they file Form 1023, unless they file
the form within 15 months from the end of the
month in which they were organized. If the or-
ganization files the application within this
t15-month period, the organization's exemption
will be recognized retroactively o the date it
was organized. Otherwise, exemption will be
recognized only from the date of receipt. The
date of receipt is the date of the U.S. postmark
on the cover in which an exemption application
is mailed or, if no postmark appears on the
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cover, the dale the application is stamped as
received by the IRS. Note that the aulomatic
12-month exiension discussed in "Exiensions
of time for filing" automatically exiends the
15-month pericd discussed here 1o g 27-month
period.

Private delivery service. You can use cer-
tain privale delivery services (PDS) designaled
by the IRS to meet the “limely mailing as timely
filing” rule for text returns. Go o /35 govd 08 for
the current list of designated services.

The PDS can tell you how o get writlen proof of
the malling date.

For the IRS mailing address o use if vou're us-
ing PDS, go o (RS, govPOSseliddrasses.

Private delivery services can't deliver
. items to P.O. boxes. You must use the
GO (LS. Postal Service to maif any item fo
an RS P.O. box address.

Amendments lo organizing documents
reguired. 1t an organization is required fo alter
its activities or to make substiantive amend-
ments o its organizing document, the determi-
nation letter recognizing ifs exempt status will
be effective as of the dale the changes are
made. If only a nonsubstantive amendment is
made, exempt status will be effective as of the
date it was corganized, if the application was
filed within the 15-month period, or the date the
application was filed.

Extension of time for filing. There are two
ways organizations seeking exemption can re-
ceive an extension of time for filing Form 1023,

1. Automatic 12-month exiension. Organiza-
tions will receive an automatic 12-month
extension if they file an application for rec-
ognition of exemption with the [RS within
12 months of the original 15-month dead-
line.

2. Discrefionary extension. An organization
that fails to file a Form 1023 within the ex-
tended 12-month period will be granied an
extension to file if it submits evidence (in-
cluding affidavits) to establish that:

a. ltacted reasonably and in good faith,
and

b, Granting a discretionary extension
won't prejudice the interests of the
government.

How fo show reasonable action and
good faith. An organization acted reasonably
and showed good faith if at least one of the fol-
fowing is true.

1. The organization requests relief before its
failure to file is discovered by the IRS.

2. The organization failed to file because of
intervening events beyond its control.

3. The organization exercised reasonable dil-
igence (taking into account the complexity
of the returmn or issue and the organiza-
tior's experience in these matlers) but
wasn't aware of the filing requirement.
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4. The organization reasonably relied upon
the written advice of the [RS.

5. The organization reasonably relied upon
the advice of a qualified tax professional
who failed to file or advise the organization
to file Form 1023, An organization can't
rely on the advice of a tax professicnal if it
knows or should know that he or she isn't
competent {o render advice on filing ex-
emption applications or isn't aware of all
the relevant facts.

HNot acling reasonably and in good faith.
An organization has not acted reasonably and
in good faith under the following circumsiances.

1. 1t sesks to change a return position for
which an accuracy-relaled penaity has
been or could be imposed at the ime the
relief is requested.

2. Hwas informed of the requirement o file
and relaled {ax consequences, but chose
not o file.

3. B uses hindsight in requesting relief. The
IRS won't ordinarily grant an exiension if
specific facts have changed since the due
date that makes filing an application ad-
vantageous o an organization.

Prejudicing the imterest of the Govern-
meni. Prejudice to the interest of the Govern-
ment results if granting an extension of time to
file to an organization resulis in a lower otal tax
liability for the years to which the filing applies
than would have been the case if the organiza-
tion had filed on time. Before granting an exten-
sion, the IRS can require the organization re-
questing i fo submit a statement from an
independent auditor certifying that no prejudice
will result if the exiension is granted.

The interests of the Government are ordina-
rily prejudiced if the tax year in which the appli-
cation should have been filed {or any tax year
that would have been affected had the filing
been timely) are closed by the statute of limita-
tions before relief is granted. The IRS can con-
dition a grant of relief on the organization pro-
viding the RS with a statement from an
independent auditor centifying that the interesis
of the Government aren't prejudiced.

Procedure for requesting extension. To
request a discretionary exiension, an organiza-
tion must submit {to the IRS address shown on
Form 1023) the following.

& A statement showing the date Form 1023
was required to have been filed and the
date it was actually filed.

&  Any documents relevant to the application.
& An gffidavit describing in detail the events
that led to the failure o apply and 1o the
discovery of that failure. |f the organization

relied on a tax professional’'s advice, the
affidavit must describe the engagement
and responsibilifies of the professional and
the exient to which the organization relied
on him or her.

@ This affidavit must be accompanied by a
daied declaration, signed by an individual
who has personal knowledge of the facts
and circumstances, who is authorized io
act for the organization, which states, “Un-
der penallies of perjury, | declare that |

have examined this request, including ac-
companying decuments, and, to the best
of my knowledge and belief, the request
contains all the relevant facts relating to
the request, and such facts are true, cor-
rect, and complets.”

& [Detailed affidavits from individuals having
knowledge or information about the evenis
that led to the failure 1o make the applica-
tion and o the discovery of that failure.
This includes the organization's retum pre-
parer, and any accountant or attorney,
knowledgeable in fax matiers, who ad-
vised the taxpayer on the application. The
affidavits must describe the engagement
and responsibilities of the individual and
the advice that he or she provided.

® These affidaviis must include the name,
current address, and taxpavyer identifica-
fion number of the individual, and be ac-
companied by a dated declaration, signed
by the individual, which states: “Under
penalties of perjury, | declare that | have
examined this request, including accompa-
nying documents, and, o the bestof my
knowledge and belief, the request contains
al the relevant facts relating to the request,
and such facts are frue, correct, and com-
plete.”

& The organization must stale whether the
retums for the tax year in which the appli-
cation should have been filed or any tax
years that would have been affected by the
application had it been timely made are be-
ing examined by the IRS, an appeals of-
fice, or a federal courl. The organization
must notify the IRS office considering the
request for relief if the IRS siarts an exami-
nation of any such refum while the organi-
zation's request for relief is pending.

® The organization, if requested, has to sub-
mit copies of its tex relurns, and copies of
the returns of other affected texpayers.

A request for this relief in connection with an
application for exemption dossn't require pay-
ment of an additional user fee. Also, a request
for relief under the automatic 12-month exien-
sion doesn't require payment of a user fee.

More information. For more information
about these procedures, see Regulations sec-
fions 301.9100-1, 301.9100-2, 301.9100-3,

MNotification from the IRS. Organizations filing
Form 1023 and satlislying all requirements of
saction 501(¢c){3) will be notified of their exempt
status in writing.

Organizations Not Required
To File Form 1023

Some organizations aren't required to file Form
1023 or 1023-EZ. These include:
® Churches, interchurch organizations of lo-
cal units of a church, conventions or asso-
ciations of churches, or integrated auxilia-
ries of a church, such as amen's or
womern's organization, religious school,
mission society, or youth group.
@ Any organization (other than a privale
foundation) normally having annual gross
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receipts of not more than $5,000 (see
Gross recaipls test, later).

These organizalions are exempt aulomati-
cally if they meet the requirements of section
501{c)(3).

Filing Form 1023 to establish exemption. if
the organization wants o establish its exemp-
tion with the IRS and receive a delermination
letter recognizing its exempt status, it should file
Form 1023 or 1023-EZ (if eligible). By establish-
ing its exemption, potential contributors are as-
sured by the IRS that contributions will be de-
ductible. A subordinate organization (other than
a privale foundation) covered by a group ex-
emption letler doesn't have o submit a Form
1023 for ifself.

Private foundations. See Privale Founda-
fions and Fublic Charilies, later in this chapter,
for more information about the additional notice
required from an organization in order for it not
to be presumed o be a private foundation and
for the additional information required from a
private foundation claiming to be an operating
foundation.

Gross receipits fest For purposes of the
aross receipts lest, an organization normally
doesn't have more than $5,000 annually in
gross receipis if:

1. During its first ax year the organization re-
ceived gross receipts of $7,500 or less,

2. During its first 2 yvears the organization had
a total of $12,000 or less in gross receipts,
and

3. Inthe case of an organization that has
been in existence for at least 3 vears, the
total gross receipis received by the organi-
zation during the immediately preceding 2
vears, plus the current year, are $15,000
orless.

An organization with gross receipls more
than the amounts in the gross receipts test, un-
less otherwise exempt from filing Form 1023,
must file a Form 1023 within 50 days after the
end of the period in which the amounis are ex-
ceeded. For example, an organization's gross
receipts for its first tax year were less than
$7,500, but at the end of its second tax year its
gross receipts for the 2-vear period were more
than $12,000. The crganization must file Form
1023 within 80 days after the end of iis second
fax vear.

If the organization had existed for at least 3
text years and had met the gross receipts test
for all prior tax years but fails to meei the re-
guirement for the current tax year, its tax-ex-
empt status for the prior years won't be lost
even if Form 1023 isn't filed within 80 days after
the close of the current tax vear. However, the
organization wont be ireated as a section
501(c){3) organization for the period beginning
with the current fax year and ending with the fil-
ing of Form 1023

Example. An organization is organized and
operated exclusively for charitable purposes
and isn't a private foundation. It was incorpora-
ted on January 1, 2013, and files returns on a
calendar-year basis. ii didn't file a Form 1023,
The organization's gross receipis during the
years 2013 through 2018 were as follows:
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2013 $3,600
2014 2,800
2005 L 400
2018 12,600

The organization's total gross receipts for
2013, 2014, and 2015 were $6,800. Therefore,
it didn't have o file Form 1023 and is exempt for
those years. However, for 2014, 2015, and
2016 the total gross receipts were $15,900.
Therefore, the organization must file Form 1023
within 90 days after the end of ils 2016 {ax year.
if it doesn't file within this time petiod, it won't be
exempt under section 501(c)}3) for the period
beginning with fax year 2016 ending when the
Form 1023 is received by the IRE. The organi-
zation, however, won't lose its exermnpt status for
the tax years ending before January 1, 20186.

The IRS will consider applying the Commis-
sioner's discretionary authority to exiend the
time for filing Form 1023. See the procedures
for this extension discussed earlier.

Articles of Organization

Your organization must include a conformed
copy of iis articles of organization with the appli-
cation for recognition of exemption (unless filing
a Form 1023-EZ). This may be its frust instru-
ment, corporate charter, articles of association,
or any other written instrument by which it is
created.

Organizational Test

The ariicles of organization must limit the or
ganization's purposes o one or more of those
described at the beginning of this chapler and
mustn't expressly empower it to engage, other
than as an insubstantial part of its activities, in
activities that don't further one or more of those
purposes. These conditions for exemplion are
referred {o as the organizational test.

Section 501(c)3) is the provision of law thatl
grants exemption io the organizations descri-
bed in this chapter. Therefore, the organiza-
fional test may be meat if the purposes stated in
the articles of crganization are limited in some
way by reference {o section 501(c)(3).

The requirement that your organization's
purposes and powers must be limited by the ar-
ficles of organization isn't satisfied if the limit is
contained only in the bylaws or other rules or
regulations. Moreover, the organizational test
isn't satisfied by siatements of your organiza-
tion's officers that you intend o operate only for
exemnpt purposes. Also, the test isn't salistied
by the fact that your actual operations are for
exempt purpeses.

In interpreting an organization's articles, the
law of the state where the organization was cre-
ated is conirolling. If an organization coniends
that the terms of its articles have a different
meaning under state law than their generally
accepted meaning, such meaning must be es-
tablished by a clear and convincing reference io
relevant court decisions, opinions of the stale
atiorney general, or other appropriate siate au-
thorities.

The following are examples illustrating the
organizational fest.
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Example 1. Articles of organization stale
that an organization is formed exclusively for lit-
erary and scientific purposes within the mean-
ing of section 501(c}(3). These articles appro-
priately limit the organization's purposes. The
organization meets the organizational test.

Example 2. An organization, by the terms
of iis articles, is formed to engage in ressarch
without any further description or limitation. The
organization won't be properly limited as to iis
purposes since all research isn't scientific. The
organization doesn't meet the organizational
test.

Exampie 3. An organization's arlicles stale
that its purpose is o receive contributions and
pay them over {0 organizations that are descri-
bed in section 501{c}3) and exempt from taxas-
tion under section 501{a). The organization
meets the organizational test.

Example 4. If a stated purpose in the arli-
cles is the conduct of a school of adult educa-
fion and its manner of operation is described in
detail, such a purpose will be satisfactorily limi-
ted.

Exampie &. If the articles stale the organi-
zgtion is formed for charitable purposss, without
any further description, such language ordina-
rity will be sufficient since the term charitable
has a generally accepied legal meaning. On the
other hand, If the purposes are siated io be
charitable, philanthropic, and benevolent, the
organizational requirement won't be met since
the terms philanthropic and benevolent have no
generally accepted legal meaning and, there-
fore, the stated purposes may, under the laws
of the slate, permit activities that are broader
than those intended by the exemption law.

Exampie 6. |f the articles stale an organiza-
fion is formed to promote American ideals, or o
foster the best interests of the people, or o fur-
ther the common welfare and well-being of the
communily, without any limitation or provision
resiricting such purposes o accomplishment
only in a charitable manner, the purposes won't
be sufficiently limited. Such purposes are vague
and may be accomplished other than in an ex-
empt manner.

Example 7. A slated purpose 1o operate a
hospital doesn't meet the organizational test
since it isn't necessarily charitable. A hospital
may or may not be exempt depending on the
manner in which it is operated.

Example 8. An organization that is ex-
pressly empowered by its articles to carry on
social activities won't be sufficiently limited as fo
its power, even if its articles stale that it is or-
ganized and will be operated exclusively for
charitable purposes.

Dedication and
Distribution of Assels

Assets of an organization must be permanently
dedicated to an exempl purpose. This means
that should an organization dissolve, its assels

Section 501{c){3} Organizations

must be distributed for an exempt purpose de-
scribed in this chapter, or to the Federal Gov-
ermnment or {o a state or local government for a
public purpose. If the assets could be distrib-
uted to members or private individuals or for
any other purpose, the organizational test ism't
met.

Dedication. To establish that your organi-
zgtion's assets will be permanently dedicated to
an exempl purpose, the arlicles of organization
should contain a provision ensuring their distri-
bution for an exempt purpose in the event of
dissolution. Although reliance can be placed
upon state law to establish permanent dedica-
tion of assets for exempt purposes, your orgarni-
zation's application probably can be processed
much more rapidly if its ariicles of organization
include a provision ensuring permanent dedica-
tion of assets for exempt purposes.

Distribution. Rev. Proc. 82-2, 1982-1 C.B.
367, identifies the stales and circumsiances in
which the IHS won'l require an express provi-
sion for the distribution of assets upon dissolu-
fion in the articles of organization. The proce-
dure also provides a sample of an accepiable
dissolution provision for organizations required
o have one,

if a named beneficiary is to be the distribu-
fee, it must be one that would qualify and would
be exempt within the meaning of section 501{c}
{3} at the time the dissolution takes place. Since
the named hensficiary at the time of dissolution
may not be qualified, may not be in existence,
or may be unwilling or unable to accept the as-
sets of the dissolving organization, a provision
should be made for distribution of the assets for
one or more of the purposes specified in this
chapter in the event of any such contingency.

Sample articles of organization. See sample
articles of arganization in the Appendix in the
back of this publication.

Educational
Organizations
and Private Schools

It your organization wanis 1o oblain recognition
of exemption as an educational organization,
you must submit complete information as to
how your organization carries on or plans io
carry on its educational activilies, such as by
conducting a school, by panels, discussions,
lectures, forums, radio and television programs,
or through various cultural media such as mu-
seums, symphony orchesiras, or arf exhibits. In
each instance, you must explain by whom and
where these activities are or will be conducted
and the amount of admission fees, if any. You
must submit a copy of the pertinent contracts,
agreements, publications, programs, efc.

if you are organized o conduct a school,
you must submit full information regarding vour
tuition charges, number of faculty members,
number of full-time and part-time students en-
rolied, courses of study and degrees conferred,
together with a copy of your school catalog.
See also Frivale Schools, discussed later.
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Educational Organizations

The term educational relates to:

1. The instruction or fraining of individuals for
the purpose of improving or developing
their capabilities, or

2. The instruction of the public on subjects
useful to individuals and beneficial {o the
commurity.

Advocacy of a position. Advocacy of a par-
Hicular position or viewpoint may be educational
if there is a sufficiently full and fair exposition of
pertinent facts to permit an individual or the
public fo form an independent opinion or con-
clusion. The mere presentation of unsupported
opinion isn't educational.

Method not educational The method
used by an organization o develop and present
its views is a factor in determining if an organi-
zgtion qualifies as educational within the mean-
ing of section 501(c)(3). The following factors
may indicate that the method isn't educational.

1. The presentation of viewpoinis unsuppor-
ted by facts is a significant part of the or-
ganization's communications.

2. The facts that purport to support the view-
point are distorted.

3. The organization's presentatlions make
substantial use of inflammatory and dis-
paraging terms and express conclusions
more on the basis of emotion than of ob-
jective evaluations.

4. The approach used isn't aimed &t develop-
ing an understanding on the part of the au-
dience because it doesn't consider their
hackground or training.

Exceptional circumstances, however, may
exist where an organization's advocacy may be
educational even if one or more of the faciors
listed ahove are present.

Gualifying organizations. The following types
of organizations may qualify as educational:

1. Anorganization, such as a primary or sec-
ondary school, a college, or a professional
or trade school, that has a regularly sched-
uled curriculum, a regular facully, and a
regularty enrolied student body in attend-
ance at a place where the educational ac-
tivities are regularly carried on,

2. Anorganization whose activities consist of
conducting public discussion groups, fo-
rums, panels, lectures, or other similar
programs,

3. Anorganization thal presents a course of
instruction by carrespondence or through
the use of television or radic,

4. Amuseum, zco, planetarium, symphony
orchesira, or other similar organization,

5. A nonprofit children's day-care center, and
8. A credit counseling organization.

College book stores, cafelerias, restau-
rants, efc. These and other on-campus organi-
zations should submit information to show that
they are controlied by and operated for the

convenience of the faculty and student body or
by whom they are controlled and whom they
serve.

Alumni association. An alumni associa-
tion should establish that it is organized to pro-
mote the welfare of the university with which itis
affiliated, is subject to the conirol of the univer-
sity as to ils policies and destination of funds,
and is operated as an integral part of the univer-
sity or is cotherwise organized o promote the
welfare of the college or university. If your asso-
ciation doesnt have these characteristics, it
may still be exemnpt as a social club if it meets
the requiremenis described in chapter 4, under
E01eHTY ~ Sonfal and Recrealion Clubs.

Athletlc organization. This type of organi-
zgtion must submit evidence that it is engaged
in activities such as directing and conirolling in-
ferscholastic athletic competitions, conducting
tournamenis, and prescribing eligibility rules for
confestanis. If it isn' so engaged, your organi-
zgtion may be exempt as a social club descri-
bed in chapter 4. Raising funds to be used for
trave!l and other activilies o interview and per-
suade prospeciive students with outsianding
athietic ability fo atlend a pariicular university
doesn' show an exempt purpose. If your organ-
ization isn't exempt as an educational organiza-
fion, see Amaleur Athlelic Organizations, later
in this chapter.

Private Schools

Every private schodl filing an application for rec-
ognition of {ax-exempi status must supply the
IRS (on Schedule B, Form 1023) with the fol-
lowing information.

1. The racial composition of the student
hody, and of the facully and administrative
staff, as of the current academic year.
(This information also must be projectad,
so far as may be feasible, for the next aca-
demic year.)

2. The amount of scholarship and loan funds,
if any, awarded to students enrolied and
the racial composition of students who
have received the awards.

3. Alist of the school's incorporators, found-
ers, board members, and donors of land
or buildings, whether individuals or organi-
zations,

4. A statement indicating whether any of the
persons described in item (3) above have
an objective of maintaining segregaled
public or private school education at the
time the application is filed and, if so,
whether any of the individuals described in
item {3) are officers or active members of
those organizations at the time the appli-
cation is filed.

5. The public schoot district and county in
which the school is located.

How to determine racial composition. The
racial composition of the student body, facully,
and administrative siafl can be an estimale
based on the best information readily available
io the school, without requiring student appli-
cants, students, faculty, or administrative staif
to submil fo the school information that the
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achool otherwise doesnt require. Nevertheless,
a statement of the method by which the racial
composition was determined must be supplied.
The identity of individual students or members
of the faculty and administrative staff shouldn't
be included with this information.

A school that is a state or municipal instru-

ning of this chapter), whether or not it qualifies
for exemption under seclion B501(c}3), isnt
considerad to be a private school for purposes
of the following discussion.

Racially Nondiscriminatory Policy

To qualify as an organization exempt from fed-
eral income {ax, a private school must include a
statement in iis charter, bylaws, or other gov-
erming instrument, or in a resolution of its gov-
erning body, that it has a racially nondiscrimina-
tory policy as to students and that it doesn't
discriminate against applicants and students on
the basis of race, color, or national or ethnic ori-
gin. Also, the school must circulate information
that clearly states the school's admission poli-
cies. A raciaglly nondiscriminatory policy toward
students means that the school admits the stu-
dents of any race to all the rights, privileges,
programs, and activities generally accorded or
made available to students at that school and
that the school doesn't discriminate on the ba-
sis of race in administering its educational poli-
cies, admission policies, scholarship and loan
programs, and athletic and other school-admin-
istered programs.

The IRS considers discrimination on the ba-
sis of race o include discrimination on the basis
of color or national or ethnic origin.

The existence of a racially discriminatory
policy with respect to the employment of faculty
and administrative staff is indicative of a racially
discriminatory policy as fo students. Con-
versely, the absence of racial discrimination in
the employment of facully and administrative
staff is indicative of a racially nondiscriminatory
policy as to students.

A policy of a school that favors racial minor-
ity groups with respect to admissions, facilities
and programs, and financial assistance isn't
discrimination on the basis of race when the
purpose and effect of this policy is to promote
establishing and maintaining the school's non-
discriminatory policy.

A school that selects siudents on the basis
of membership in a religious denomination or
unit isn't discriminating if membership in the de-
nomination or unit is open o all on a racially
nondiscriminatory basis.

Policy statement. The school must include a
statement of its racially nondiscriminatory policy
in all its brochurss and catalogs dealing with
student admissions, programs, and scholar-
ships. Also, the school must include a reference
to its racially nondiscriminatory policy in other
written adverlising that it uses to inform pro-
spective students of ifs programs.

Publicity
make its

requirement. The school must
racially nondiscriminatory policy
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known 1o all segments of the general commun-
ity served by the school. Selective communica-
tion of a racially nondiscriminatory policy that a
school provides solely to leaders of racial
groups won't be considered an effective means
of communication o make the policy known o
all segments of the community. To satisfy this
requirement, the school must use one of the fol-
lowing two methods.

Method one. The school can publish a no-
fice of iis racially nondiscriminatory policy in a
newspaper of general circulation that serves all
racial segments of the community. Such publi-
cation must be repeated at least once annually
during the pericd of the school's solicitation for
students or, in the absence of a solicitation pro-
gram, during the school's registration period.
When more than one community is served by a
school, the school can publish the nolice in
those newspapers that are reasonably likely o
be read by all racial segments in the communi-
ties that the school serves,

If this method is used, the notice must meet
the following printing requirements.

1. 1t must appear in a seciion of the newspa-
per likely to be read by prospective stu-
dents and their families.

2. It must occupy at l=ast 3 column inches.

3. It must have its title printed in al least 12
point bold face type.

4. 1t must have the remaining text printed in
at least 8 point type.

The foliowing is an acceptable example of
the notice:

NOTICE OF
NONDISCRIMINATORY POLICY
AS TO STUDENTS

> M School admits students of any race,
national and ethnic origin o all the
rivileges, programs, and activities
accorded or made avallable to
the school. It dossnt
n the basis of race, color,
i igir in administration

fdethod two, The school can use the
broadcast media o publicize its racially nondis-
criminatory policy if this use makes the policy
known o all segments of the general commun-
ity the school serves. If the school uses this
method, it must provide documentation show-
ing that the means by which this policy was
communicaied to all segments of the general
community was reasonably expecled to be ef-
fective. In this case, appropriate documentation
would include copies of the tapes or scripls
used and records showing that there was an
adequate number of announcements. The doc-
umentation also would include proof that these
announcements were made during hours when
they were likely to be communicated to all seg-
ments of the general community, that they were
long enough to convey the message clearly,
and that they were broadcast on radio or
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elevision siations likely to be listened to by sub-
stantial numbers of members of all racial seg-
ments of the general community. Announce-
ments must be made during the period of the
school's soliciiation for students or, in the ab-
sence of a sclicitalion pregram, during the
school's registration period.

Exceptions. The publicity requirements
won't apply in the following situations.

First, if for the preceding 3 years the en-
rofiment of a parochial or other church-rela-
ted school consists of students atleast
75% of whom are members of the sponsor-
ing religious denomination or unit, the
school can make known its racially nondis-
criminatory policy in whalever newspapers
or circulars the religious denomingtion or
unit uses in the communities from which
the students are drawn. These newspapers
and circulars can be distributed by a partic-
ular religious denomination or unit or by an
association that represents a number of re-
ligious organizations of the same denomi-
nation. If, however, the school advertises in
newspapers of general circulation in the
community or communities from which its
students are drawn and the second excep-
tion (discussed next) doesn't apply 1o the
school, then it must comply with either of
the publicity requiremenis explained ear-
lier.

Second, if a school customarily draws a
substantial percentage of its sfudents na-
fionwide, worldwide, from a large geo-
graphic section or sections of the United
States, or from local communities, and if
the school follows a racially nondiserimina-
tory policy as fo ifs students, the school
may satisfy the publicity requirement by
complying with the instructions explained
earlier under Policy stalement.

The school can demonstrate that it follows a
racially nondiscriminatory policy either by show-
ing that it currently enrolls students of racial mi-
nority groups in meaningful numbers or, except
for local community schools, when minority stu-
dents aren't enrclied in meaningful numbers,
that its promotional activilies and recruiting ef-
forts in each geographic area were reasonably
designed o inform siudents of all racial seg-
ments in the general communities within the
area of the gvailability of the school. The ques-
tion as to whether a school demonstrates such
a policy satisfactorily will be determined on the
basis of the facts and circumstances of each
case,

The IRS recognizes that the failure by a
school drawing iis students from local commun-
ities to enroll racial minority group students may
not necessarily indicate the absence of a ra-
cially nondiscriminatory policy when there are
relatively few or no such studenis in these com-
munitiss. Actual enroliment is, however, a
meaningful indication of a racially nondiscrimi-
natory policy in a community in which a public
school or schools became subject to a desegre-
gation order of a federal court or are otherwise
expressly obligated o implement a desegrega-
tion plan under the terms of any written contract
or other commitment to which any federal
agency was a parly.

The IRS encourages schools o satisfy the
publicity requirement by using either of the
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methods described earlier, even though a
school considers itself to be within one of the
Exceptions. The IRS believes that these publi-
city reguirements are the most efiective meth-
ods to make known a school's racially nondis-
criminatory policy. In this regard, it is each
school's responsibility to determine whether ei-
ther of the exceptions applies. Such responsi-
bility will prepare the school, if it is audited by
the IRS, fo demonstrate that the failure to pub-
lish its racially nondiscriminatory policy in ac-
cordance with either one of the publicily re-
quiremenis was justified by one of ihe
exceptions. Also, a school must be prepared fo
demonstrate that it has publicly disavowed or
repudiated any statements purperted o have
been made on its behalf (after November 6,
1975} that are contrary to its publicity of a ra-
cially nondiscriminatory policy as to studenis, fo
the extent that the schodl or its principal official
was aware of these statements.

Facilities and programs. A school must be
able to show that all of iis programs and facili-
ties are operated in a racially nondiscriminatory
marner.

Scholarship and loan programs. As a gen-
eral rule, all scholarship or other comparable
benefits obtainable at the school must be of-
fered on a racially nondiscriminatory basis, This
must be known throughout the general com-
munity being served by the school and should
be referred to in s publicily. Financial assis-
tance programs, as well as scholarships and
lvans made under financial assistance pro-
grams, that favor members of one or more ra-
cial minority groups and that don't significantly
detract from or are designed to promote a
school's racially nondiscriminatory policy won't
adversely affect the school's exempt status.

Certification. An individual authorized to {ake
official action on behalf of a school that claims
to be racially nondiscriminatory as fo students
must cerlify annually, under penaliies of perjury,
on Schedule £ (Form 990 or 890-EZ) or Form
5578, Annual Certification of Racial Nondiscri-
mination for a Private School Exempt From
Federal income Tax, whichever applies, that io
the best of his or her knowledge and belief the
school has satisfied all requirements thatl apply,
as previously explained.

Failure to comply with the guidelines ordina-
rity will result in the proposed revocation of the
exempt status of a school.

premg Recordkeeping reguirements. With
certain exceplions, given later, each
LI exempt private school must maintain
the following records for a minimum period of 3
vears, beginning with the vear after the vear of
compilation or acquisition.

1. Records indicating the racial composition
of the student body, facully, and adminis-
trative staif for each academic year.

2. Records sufficient to document that schol-
arship and other financial assistance is
awarded on a racially nondiscriminalory
basis.

3. Copies of all materials used by oron be-
half of the school to solicit contributions.
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4. Copies of all brochures, catalegs, and ad-
vertising dealing with student admissions,
programs, and scholarships. (Schools ad-
vertising nationally or in a large geo-
graphic segrent or segments of the Uni-
ted States need only mainiain a record
sufficient to indicate when and in what
publications their advertisemenis were
placed.)

The racial composition of the student body, fac-
ully, and administrative staff can be delermined
in the same manner as that described at the be-
ginning of this section. However, a school can't
discontinue mainiaining a system of records
that reflect the racial composition of its stu-
dents, facully, and adminisirative staff used on
November 8, 1975, uniless it substilutes a differ-
ent system that compiles substantially the same
information, without advance approval of the
IRS.

The IRS doesn't require that a school release
any personally identifiable records or personal
information except in accordance with the re-
quirements of the Family Educational Rights
and Privacy Act of 1874, Similarly, the IRS
doesn't require a school io keep records pro-
hibited under state or federal law.

Exceptions. The school doesn'l have to in-
dependently maintain these records for IRS use
if both of the following are frue.

1. Subsiantially the same information has
been included in a report or reporis filed
with an agency or agencies of federal,
state, or local govemnments, and this infor-
mation is current within 1 year.

o

The school maintains copies of these re-
ports from which this information is readily
obiainable.

if these reporis don't include all of the informa-
tion required, as discussed earlier, records pro-
viding such remaining information must be
maintained by the school for IRS use.

Faijure fo maintain records. Failure to
maintain or to produce the required records and
information, upon proper request, will create a
presumption that the organization has failed to
comply with these guidelines.

See Hegv, Proe. 75-50 for more information

on private school's racially nondiscriminatory
policy requiremenis.

Organizations Providing
Insurance

An organization described in sections 561(c)(3)
or 501(c)(4) may be exempt from tax only if no
substantial part of its aclivities consisis of pro-
viding commercial-type insurance.

However, this rule doesnt apply o
stale-sponsored  organizations described in
sactions 501(c)(26) or 501{c)27), which are

pools, discussed next.

Charitable Risk Pools

A charitable risk peool is treated as organized
and operated exclusively for charitable purpo-
ses if it satisfies all of the following require-
ments:

1. s organized and operated only to peol in-
surable risks of its members (not including
risks related o medical malpractice) and
to provide information {o its members
about loss control and risk management,

o

Consists only of members that are section
501{ci3) organizations exempt from tax
under section 501(a),

3. Is organized under state law authorizing
this fype of risk pooling,

4. s exempt from state income tax (or will be
afier qualifying as a section 501{(c}(3) or-
ganization),

5. Has oblained atleast $1,000,000 in
startup capital from nonmember charitable
organizations,

8. Is conirolied by a board of direciors slec-
ted by its members, and

7. ls organized under decuments requiring
that:

a. Each member be a section 801(c)(3}
organization exempt from tex under
section 501(a),

b. Each member that receives a final de-
fermination that it no longer qualifies
under section 501(c)(3) notify the pool
immediately, and

<. Each insurance policy issued by the
pool provide that it won't cover events
occurring after a final determination
described in (b}).

Other Section 501(¢)(3)
Organizations

in addition to the information required for all or-
ganizations, as described earlier, you should in-
clude any other information described in this
section.

Charitable Organizations

if your organization is applying for recognition of
exemption as a charitable organization, it must
show that it is organized and operated for pur-
poses that are beneficial 1o the public intersst.
Some examples of this type of organization are
those organized for:

= Relief of the poor, the distressed, or the

underprivileged,

e Advancement of religion,
Advancement of education or science,
Erection or maintenance of public build-
ings, monuments, or works,
Lessening the burdens of government,
Lessening of neighborhood tensions,
Elimination of prejudice and discrimination,
Defense of human and civil rights secured
by law, and
& Combating communily deferioration and

juvenile delinquency.

® 8

2 & & @
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The rest of this section contains a description of
the information o be provided by certain spe-
cific organizations. This information is in addi-
fion io the required inclusions described in
chapter 1, and other statements requested on
Form 1023 or 1023-E2Z. Each of the following
organizations must submil the information de-
scribed.

Charitable organization supporting educa-
tion. Submit information showing how your or-
ganization supports education — for example,
coniributes o an existing educational instiu-
tion, endows a professorial chair, contributes
toward paying teachers’ salaries, or contributes
to an educational institution to enable it to carry
on research.

Scholarships. IT the organization awards
or plans fo award scholarships, complete
Schedule H of Form 1023, Also, submit the fol-
lowing:

1. Criteria used for selecting recipients, in-
cluding the rules of eligibility.

2. How and by whom the recipienis are or
will be selected.

3. If awards are or will be made directly to in-
dividuals, whether information is required
assuring that the student remains in
school.

4. If awards are or will be made fo recipients
of a particular class, for example, children
of employees of a particular employer—

a. Whether any preference is or will be
accorded an applicant by reason of
the parent's position, length of em-
ployment, or salary,

b. Whether as a condition of the award
the recipient must upon graduation
accept employment with the com-
pany, and

¢. Whether the award will be continued
even if the parent's employment ends.

5. A copy of the scholarship application form
and any brochures or literature describing
the scholarship program.

Hospital. If vou are organized io operale a
charitable hospilal, complele and atiach Sec-
tion | of Schedule C, Form 1023

If vour hospital was transferred to you from
proprietary ownership, complele and altach
Schedule G of Form 1023. You must atiach a
list showing:

1. The names of the aclive and courtesy siaff
members of the proprietary hospital, as
well as the names of your medical staff
members after the fransfer {o nonprofit
ownership, and

2. The names of any doclors who continued
to lease office space in the hospiial after
its transfer {o nonprofit ownership and the
amount of rent paid. Submit also an ap-
praisal showing the fair rental value of the
rented space.

Clinic. If yvou are organized to operate a clinic,
attach a statement including:

1. A description of the facilities and services,
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. To whom the services are offered, such as
the public at large or a specific group,

3. How charges are determined, such as on
a profit basis, to recover costs, or at less
than cost,

4. By whom administered and conirolled,

5. Whether any of the professional staff (that
is, those who perform or will perform the
clinical services) also serve or will serve in
an administrative capacity, and

8. How compensation paid the professional
staff is or will be determined.

Home for the aged. If vou are organized to
operate a home for the aged, complete and at-
tach Schedule F of Form 1023 and required at-
tachments.

Community nursing bureau. If you provide a
nursing register or community nursing bureau,
provide information showing that vour organiza-
tion will be operated as a community project
and will receive its primary support from public
coniributions to maintain a nonprofit register of
qualified nursing personnel, including graduate
nurses, unregistered nursing scheol graduates,
licensed altendants and practical nurses for the
benefit of hospitals, health agencies, doctors,
and individuals.

Organization providing loans. If you make,
or will make, loans for charitable and educa-
fional purposes, submit the following informa-
tion.

1. Anexplanation of the circumstances un-
der which such loans are, or will be, made.

2. Criteria for selection, including the rules of
eligibility.

3. How and by whom the recipients are or
will be selected.

4. Manner of repayment of the loan.
5. Securily required, if any.

8. Interest charged, if any, and when paya-
ble.

7. Copies in duplicate of the loan application
and any brochures or iterature describing
the loan program.

Public-interest law firms. If your organization
was formed to litigate in the public interest (as
opposed to providing legal services to the
poor), such as in the area of protection of the
environment, you should submit the following
information.

1. How the litigation can reasonably be said
to be representative of a broad public in-
terest rather than a private one.

o

Whather the organization will accept fees
for its services.

3. Adescription of the cases liligated or to be
litigated and how they benefit the public
generally.

4. Whether the policies and program of the
organization are the responsibility of a
hoard or committes representative of the
public interest, which is neither controlied
by employees or persons whe litigate on
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behalf of the organization nor by any or-
ganization that isn't itself an organization
described in this chapter.

&, Whether the organization is operaled,
through sharing of office space or other-
wise, in a way 1o create identification or
confusion with a particular private law firm.

6. Whether there is an arrangement {o pro-
vide, directly or indirectly, a deduction for
the cost of litigation that is for the private
benefit of the donor.

Acceplance of gliorneys’ fees. A non-
profit public-interest law firm can accept attor-
neys' fees in public-interest cases if the fees are
paid directly by ils clients and the fees arent
more than the actual costs incurred in the case.
Upon undertaking a representation, the organi-
zation can't withdraw from the case because
the litigant is unable to pay the fes.

Firms can accept fees awarded or approved
by a court or an administralive agency and paid
by an opposing party if the firms don't use the
likelinood or probability of fee awards as a con-
sideration in the selection of cases. Al fee
awards musi be paid to the organization and
not to its individual staff attorneys. Instead, a
public-interest law firm can reasonably compen-
sate s staff attorneys, bul only on a straight
salary basis. Privaie atlorneys, whose services
are retained by the firm to assist it in particular
cases, can be compensated by the firm, but
only on a fixed fee or salary basis.

The total amount of all attorneys’ fees (court
awarded and those received from clients)
mustn't be more than 50% of the total cost of
operations of the organization’'s legal funclions,
calculated over a 5-year pericd.

if, in order o carry out ifs program, an or-
ganization violates applicable canons of ethics,
disrupis the judicial system, or engages in any
illegal action, the organization will jeopardize its
sxemption.

Religious Organizations

To determine whether an organization mests
the religious purposes test of section 501(c)(8),
the IRS maintains two basic guidelines.

1. That the particular religious beliefs of the
organization are iruly and sincersly held.

2. That the practices and riluals associated
with the organization's religious belief or
creed aren't illegal or contrary o clearly
defined public policy.

Therefore, your group {or organization) may not
qualify for treatment as an exempt religious or-
ganization for tax purposes if its actions, as
conirasted with iis beliefs, are confrary {o well
sstablished and clearly defined public policy. if
there is a clear showing that the beliefs (or doc-
trines) are sincerely held by those professing
them, the IRS won't question the religious na-
fure of those beliefs.

Churches. Although a church, iis integrated
auxiliaries, or a convention or associalion of
churches isn't required to file Form 1023 to be
exempt from federal income tax or o receive
{ax deductible contributions, the organization
may find it advaniageous o oblain recognition
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of exemption. In this event, you should submit
information showing that vour organization is a
church, synagogue, association or convention
of churches, religious order, or religious organi-
zation that is an integral part of a church, and
that it is engaged in carrying out the function of
a church.

in determining whether an admiltedly reli-
gicus corganization is also a church, the IRS
doesn't accept every assertion thal the organi-
zation is a church. Because beliefs and practi-
ces vary so widely, there is no single definition
of the word church for tax purposes. The IRS
considers the facts and circumstances of each
organization applying for church status.

Convention or association of churches.
Any organization that is otherwise a convention
or association of churches won't fail to qualify
as a church mersly because the membership of
the organization includes individuals as well as
churches or because the individuals have vot-
ing rights in the organization.

integrated auxiliaries. An organization is
an integrated auxiliary of a church if all the fol-
lowing are trus.

1. The organization is described both in sec-
tions 501(c}3) and 509(a)(1), 509(a)(2),
or 508(a)(3).

2. ltis affiliated with a church or a convention
or association of churches,

3. HWis internally supported. An organization
is internally supported unless both of the
following are true.

a. it offers admissions, goods, services,
or facilities for sale, other than on an
incidental basis, to the general public
{except goods, services, or facilities
sold at a nominal charge or for a small
part of the cost).

b. it normally gets more than 50% of its
support from a combination of govern-
mental sources, public solicitation of
contributions, and receipts from the
sale of admissions, goods, periorm-
ance of services, or furnishing of fa-
cilities in activities that aren't unrela-
ted trades or businesses.

Special rule. Men's and women's organi-
zalions, seminaries, mission societies, and
youih groups that satisfy (1) and (2) shown ear-
lier are integraied auxiliaries of a church even if
they aren't internally supported.

In order for an organization (including a
church and religious organization} to qualify for
{ax exemption, no part of its net earnings can in-
ure to any individual,

Although an individual is entitled to a chari-
table deduction for contributions fo a church,
the assignment or similar transfer of compensa-
tion for personal services to a church generally
doesn't relieve a texpayer of federal income tax
liability on the compensation, regardiess of the
motivation behind the transfer.

Scientific Organizations

You must show that your organization's re-
search will be carried on in the public inferest.
Scientific research will be considered to be in
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the public interest if the results of the research
{including any patenis, copyrights, processes,
or formulas) are made available o the public on
a nondiscriminatory basis; if the research is per-
formed for the United Stales or a staie, county,
or municipal govermnment; or if the research is
carried on for one of the following purposes.

1. Aiding in the scientific education of college
or university students.

o

Obtaining scientific information that is pub-
lished in a treatise, thesis, trade publica-
tion, or in any other form that is available
to the interested public.

3. Discovering a cure for a disease.

4. Aiding a communily or geographical area
by atiracting new industry to the commun-
ity or area, or by encouraging the develop-
ment or refention of an industry in the
community or area.

Scientific research, for exemption purposes,
doesn't include activilies of a type ordinarily in-
cidental to commercial or industrial operations
such as the ordinary inspection or festing of ma-
terials or producis, or the designing or con-
structing of equipment, buildings, efc.

if you engage or plan 1o engage in research,
submit all of the following.

1. An explanation of the nature of the re-
search.

2. A brief description of research projecis
compileted or presently being engaged in.

3. How and by whom research projects are
determined and selected.

4. Whether you have contracted or spon-
sored research, or contemplated doing s0,
and, if so, names of past sponsors or
grantors, terms of grants or contracts, o-
gether with copies of any executed con-
tracts or grants.

5. Disposition made or to be made of the re-
sults of your research, including whether
preference has been or will be given io
any organization or individual either as {o
results or time of release.

&. Who will retain ownership or control of any
patents, copyrights, processes, or formu-
las resulting from your research.

7. Acopy of publications or other media
showing reporis of your research activi-
ties. Only reports of your research activi-
ties or those conducted on your behalf, as
distinguished from those of your creators
or members conducted in their individual
capacities, should be submitted.

Literary Organizations

if your organization is esiablished to operate a
book store or engage in publishing activities of
any nature (printing, publication, or distribution
of your own material or that printed or published
by others and distributed by you), explain fully
the nature of the operalions, including whether
sales are or will be made to the general public,
the type of literature involved, and how these
activities are related 1o your siated purposes.

Amateur Athletic
Organizations

There are two types of amateur athletic organi-
zations that can qualify for tax-exempt staius.
The first type is an organization that fosters na-
tional or international amateur sporis competi-
tion but only if none of ifs activities involve pro-
viding athletic faciliies or equipment. The
second type is a Qualifed amaleur sporls or-
ganization (discussed below). The difference is
that a qualified amateur sports organization can
provide athletic facilities and equipment.

Donations to either type of amateur athletic
organization are deductible as charitable contri-
butions on the donor's federal income tet re-
furn. However, no deduction is allowed if there
is a direct personal benefit to the donor or any
other person other than the organization.

Gualified amateur sports organization. An
organization will be a qualified amateur sports
organization if it is organized and operaled:

1. Exclusively o foster national or interna-
tional amateur sports competition, and

2. Primarily to conduct national or interna-
tional competition in sports or {o support
and develop amateur athletes for that
competition.

The organization's membership can be local or
regional in nature.

Prevention of Cruelty
to Children or Animals

Examples of activities that may qualify this type
of organization for exempt status are:

1. Preventing children from working in haz-
ardous trades or occupations,

2. Promoting high standards of care for labo-
ratory animals, and

3. Providing funds to pet owners o have their
pets spayed or neulerad io prevent over-
breeding.

Private Foundations
and Public Charities

it is important that you determine if your organi-
zation is a private foundation. Most organiza-
tions exempt from income tax (as organizations
described in section 501(c)(3)) are presumed io
be privale foundations uniess they notify the
IRS within a specified period of ime that they
meet the requirements of section 509(a) o be
treated as other than a privale foundation. This
notice requirement applies to most section
501(c)3) organizations regardiess of when they
were formed.

Private Foundations

Every organization that qualifies for tax exemp-
tion as an organization described in section
501(c}{3) is a private foundation unless ii falls
into one of the categories specifically excluded
from the definition of that lerm (referred o In
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sections 508(a)(1), 508(a)2), 508(ay3), or
508(a){(4}). In effect, the definition divides these
organizations into two classes, namely privale
foundations and public charities. Public chari-
ties are discussed later.

Organizations that fall into the excluded cat-
egories are generally those that either have
broad public support or actively function in a
supporiing relationship o those organizations.
Organizations that test for public safety also are
excluded.

Application to IRS. Even if an organization
falls within one of the categoties excluded from
the definition of private foundation, it will be pre-
sumed {o be a private foundation, with some ex-
ceptions, unless it files a timely Form 1023 or
Form 1023-EZ with the IRS showing it isn't a
private foundation. This application requirement
applies to an organization regardiess of when it
was organized. The only exceptions to this re-
guirement are those organizations that are ex-
cepled from the requirement of filing Form 1023
or 1023-EZ as discussed, earlier, under Croani-
zatfons Not Reguired To File Fonm 1023

When fo file appiication. If an organiza-
tion has to file the application, it must do so
within 27 months from the end of the month in
which it was organized.

if your organization is newly applying for rec-
ognition of exemption as an organization descri-
bed in this chapter (a section 501(c){3) organi-
zation) and you wish fo establish thal your
organization is a public charity rather than a pri-
vate foundation, you must complete the appli-
cable lines of Part X of Form 1028 or Part IV of
Form 1023-EZ. See Agpiication for Hecognition

formation.

in determining the date on which a corpora-
fion is organized for purposes of applying for
recognition of section 501(c)}3) siatus, the IRS
looks o the daie the corporation came into ex-
istence under the law of the state in which it is
incorporated. For example, where stale law pro-
vides that existence of a corporation begins on
the date its articles are filed by a ceriain state
official in the appropriate state office, the corpo-
ration is considered organized on thai daie.
Later nonsubstantive amendments {o the ena-
bling instrument worn't changs the date of or-
ganization, for purposes of the filing require-
ment.

Application filed late. An organization that
states it is a privale foundation when it files its
application for recognition of exemption afler
the 27-month period will be treated as a section
501{cH3) organization and as a private founda-
fiorn only from the date it files its application,
rather than the date that it was created or first
became described in section 501{c}(3). The or-
ganization may oblain retroactive exemption,
however, if it establishes that it qualifies for re-
lief from the 27-rmonth deadline.

An organization that states it is a publicly
supporied charity when i files iis application for
recognition of exemption afler the 27-month pe-
riod can't be treated as a section 501{(c){(3) or-
ganization before the dale it files the applica-
fion, except as discussed above. Financial
support received before that date can't be used
for purposes of determining whether the
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organization is publicly supported. However, an
organization that can reasonably be sxpected
io meet the support requirements (discussed
tax~exemptg&&(ﬂéﬁéi-ﬁ"ﬂé classified 25 a publicly
supporied charity and not a private foundation.

Excise taxes on private foundations. There
is an excise tax on the net investment income of

tew B for more information on excise taxes.

Governing instrument. A private foundation
can't be tex exempt nor will contributions {o itbe
deductible as charitable coniributions uniess ils
governing insirument contains special provi-
sions in addition io those that apply to all organ-
izations described in section 501(c){3).

Sample governing instruments. The fol-
lowing samples of govermning instrument provi-
sions illustrate the special charter requirements
that apply to private foundations. Draft A is a
sample of provisions in arlicles of incorporation;
Draft B, a trust indenture.

Draft A

General

1. The corporation will distribuie iis income
for each tex year at a time and in a manner
as not to become subject to the tax on un-
distributed income imposed by section
4942 of the Internal Revenue Code, or the
corresponding section of any future fed-
eral tax code,

2. The corporation won't engage in any act of
self-dealing as defined in section 484 1(d}
of the Intemal Revenue Code, or the cor-
responding section of any future federal
tax code.

3. The corporalion won't retain any excess
business holdings as defined in section
4343(c) of the internal Revenue Code, or
the comresponding section of any future
federal tax code.

4. The corporation won't make any invest-
ments in a manner as io subject it to tax
under section 4844 of the Internal Reve-
nue Code, or the corresponding section of
any future federal tax code.

5. The corporation won't make any {axable
expenditures as defined in section
4945(d) of the Internal Revenue Code, or
the corresponding section of any future
federal tax code,

Draft B

Any other provisions of this instrument notwith-
standing, the trustees shall distribute its income
for each tax year at a time and in a manner as
not to become subject io the tax on undistrib-
uted incoms impoesed by section 4842 of the In-
termnal Revenue Code, or the corresponding
section of any future federal fax code.

Ary other provisions of this instrument not-
withstanding, the trustees won't engage in any
act of self-dealing as defined in sectlion 494 1(d)
of the Internal Revenue Code, or the
corresponding section of any fulure federal tax
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code; nor retain any excess business holdings
as defined in section 4943(c} of the Intemal
Revenue Code, or the corresponding section of
any future federal tax code; nor make any in-
vegiments in a manner as o incur tax liahility
under section 4944 of the internal Revenue
Code, or the corresponding section of any fu-
iure federal tax code; nor make any taxable ex-
penditures as defined in section 4945 (d) of the
Internal Revenue Code, or the corresponding
section of any future federal tax code.

Effect of state law. A private foundation's
governing instrument will be considered to mest
these charter requirements if valid provisions of
state law have been enacted that:

1. Require it to act or refrain from acting so
as not o subject the foundation to the
taxes imposed on prohibited transactions,
or

2. Treat the required provisions as contained
in the foundation's goverming instrument.

The IRS has published a list of siates with
this type of law. The list is in Revenue Ruling
75-38, 1975-1 C.B. 161 {(or later update).

Public Charities

A private foundation is any organization descri-
of the categories specifically excluded from the
definition of that ferm in section 509(a), which
lists four basic categories of exclusions. These
categories are discussed under the Section
509(a)(1), 509(a)(2), 508(a)(3), and 50%9{a)(4)
Organizations headings that follow this intro-
duction. See Seclion 50811y Croanizations,
efc.

if vour crganization falls info one of these
categories, it isn't a private foundation and you
should state this in Part X of Form 1023 or Part
IV of Form 1023-EZ.

If your organization doesn't fall into one of
these calegories, it is a private foundation and
is subject to the applicable rules and restrictions
until it terminates its private foundation siatus.
Some private foundations also qualify as privale
operaling foundations; these are discussed
near the end of this chapter.

Generally speaking, a large class of organi-
zations excluded under section 508(a){1) and
all organizations excluded under section 50%(a)
(2} depend upon a support test. This test is
used to assure a minimum percentage of
broad-based public support in the organiza-
fior's total support pattern. Thus, in the follow-
ing discussions, when the one-third support test
referred o, it means the following fraction nor-
mally must equal at least one-third.

Qualifying support

Total support

Section 501{c){3) Organizations

including ftems of support in qualifving
. support (the numerator of the fraction)
XML or excluding items of support from tolal
upport (the denominator of the fraction) may
decide whether an organization is exciuded
from the definition of a private foundation, and
thus from the ability for certain excise faxes. It
is very important fo classify ilems of support
correctly.

Section 509{a)}(1) Organizations

Section 509(a)(1) organizations include:

1. A church or a convention or association of
churches,

2. An educational organization such as a
school or college,

3. Ahospital or medical research organiza-
tion operated in conjunction with a hospi-
tal,

4. Endowment funds operated for the benefit
of certain state and municipal colleges and
universities,

5. A governmental unit,
6. An agriculiural research organization, and

7. A publicly supported organization.

Church. The characteristics of a church are
discussed earlier in this chapter under Refigious
Organizations.

Educational organizations. An educalional
organization is one whose primary funciion is io
present formal instruction that normally main-
tains a regular faculty and currculum and that
normally has a regularly enrolled body of pupils
or students in atiendance at the place where it
regularly carries on its educational activities.
The term includes institutions such as primary,
secondary, preparatory, or high schools, and
colleges and universifies. It includes federal,
stale, and other publicly supporied schools that
otherwise come within the definition. It doesn'
include organizations engaged in both educs-
tional and noneducational activities, unless the
latter are merely incidental to the educational
activities. A recognized university thal inciden-
tally operales a museum oOr sponsors concerts
is an educational crganization. However, the
operation of a school by a museumn dossn't nec-
essarily qualify the museum as an educational
organization.

An exempt organization that operales a iu-
toring service for students on a one-to-one ba-
sis in their homes, maintains a small center to
test students to defermine their need for tulor-
ing, and employs tulors on a part-time basis
isr't an educational organization for these pur-
poses. Nor is an exempt organization that con-
ducts an intemship program by placing college
and university studenis with cooperating gov-
ernment agencies an educalional organization.

Hospitals and medical research organiza-
tions. A hospital is an organization whose prin-
cipal purpose or function is to provide hospital
or medical care or sither medical education or
medical research. A rehabiliiation instilution,
ouipatient clinic, or community mental health or
drug trealment center may qualify as a hospital
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if its principal purpose or function is providing
hospital or medical care. I the accommodations
of an organization qualify as being part of a skil-
led nursing facility, that organization may quality
as a hospital if ifs principal purpose or function
is providing hospital or medical care. A cooper-
ative hospital service organization that meets
the requiremenis of section 501(e) will qualify
as a hospital.

Exceptions. The lerm hospilal doesn't in-
clude convalescent homes, homes for children
or the aged, or instilutions whose principal pur-
pose or function is to train handicapped individ-
uals o pursue g vocation. An organization that
mainly provides medical education or medical
research won't be considered a hospital, unless
it is also aclively engaged in providing medical
or hospital care {o patients on iis premises or in
its facilities, on an in-patient or out-patient ba-
sis, as an integral part of its medical education
or medical research functions.

Hospitals participating in provider-spon-
sored organizations. An organization can be
freated as organized and operated exclusively
for a charitable purpose even if it owns and op-
eraies a hospital that participates in a pro-
vider-sponsored organization, whether or not
the provider-sponsored organization is tax ex-
empt. For section 501{c}(3) purposes, any per-
son with a material financial interest in the pro-
vider-sponsored organization is freated as a
private shareholder or individual with respect to
the hospital.

Requirements for section 501({c}{3} Hos-
pitals Under the Affordable Care Act. The
Affordable Care Act (ACA), enacted March 23,
2010, added requirementis that hospital organi-
zations must satisly in order 1o be described in
section 501(c)(3), as well as reporting and ex-
cise faxes.

Requirements for Charitable section
S01{c}{3) Hospitals. Section 501(y), added o
the Code by the ACA, imposes requirements on
saction 501(c)}3) organizations that operale
one or more hospilal faciliies (hospital organi-
zations). Each section 501{c){3) hospital organ-
ization is required to meet four general reguire-
ments on a facility-by-facility basis:

# establish written financial assistance and
emergency medical care policies,

& {imit amounis charged for emergency or
other meadically necessary care {o individu-
als eligible for assistance under the hospi-
tal's FAR,

® make reasonable efforis to determine
whether an individual is eligible for assis-
tance under the hospital's FAP before en-
gaging in extraordinary collection aclions
against the individual, and

@ conduct a community health needs as-
sessment (CHNA) al least once every
three years. (This CHNA requirement is ef-
fective for tax years beginning afier March
23, 2012).

The ACA also added section 4859, which
imposes an excise tax for failure o meet the
CHNA requirements, and added reporting re-
guirements under section 6033(b) related o
sections 501(r} and 4959.

Final regulations under section 501{r}
issued in December 2074, The IRS issued

final regulations that provide comprehensive
substantive guidance regarding the require-
ments for charilable hospital organizations
added by the Palient Protection and Affordable
Care Act, FPublic Law 111-148 (124 Stal. 119
{2010)) (the “Affordable Care Act”). The Afford-
able Care Act enacted section 501(r}, which im-
poses additional requiremenis on hospital or-
ganizations that are {(or seek to be) recognized
as described in section 501(¢)(3). The final reg-
ulations provide guidance on all of the reguire-
ments imposed by section 501{r), including the
requirement o conduct a community healih
neads assessment (CHNA); establish a written
financial assistance policy (FAP) and policy re-
lating to emergency medical care; limit certain
charges; and forge extracrdinary collection ac-
tions until reasonable efforts have been made
o determine whether an individual is eligible for
assistance under the hospifal's FAP. The regu-
lations also provide guidance on the conse-
guences for failing to meet the section 801(r) re-
quirements, including the $50,000 excise tax
under section 4859 for failing to meet the CHNA
requirements, and on associated reporting re-
guirements. See Regulations section 1.501(1)-C
- 7 and the proposed reguiations preceding
those regulations for details.

Correction and disciosure procedures
under section 501{r). Revenue Procedure
2018-21 provides correction and disclosure
proceduras under which certain failures to meet
the requirements of section 501{r) will be ex-
cused for purposes of sections 501(n (1) and
S01{ri{2)¥B). See Hev. Proc, 2015-21 or later
guidance.

Medical research organization. A medi-
cal research organization must be directly en-
gaged in the continuous active conduct of medi-
cal research in conjunclion with a hospital, and
that activity must be the organization's principal
purpose or function.

Publicly supported. A hospital or medical
research organization that wanis the additional
classification of a publicly supported organiza-
tion (described later in this chapter under Qual-
fving As Publicly Supported) can specifically re-
quest that classification. The organization must
establish that it meets the public support re-
guiraments of section 170(b){(1{AY(M).

Endowment funds. Organizations operated
for the benefit of certain state and municipal col-
leges and universities are endowment funds.
They are organized and operated exclusively
to:

1. Heceive, hold, invest, and administer
property for a college or university, and

2. Make expenditures to or for the benefit of
a college or university.

The college or university must be:

1. Anagency orinstrumentality of astate or
political subdivision, or

2. Owned or operated by:
a. A stale or polilical subdivision, or

b. An agency or instrumentality of one or
more states or political subdivisions.
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The phrase “expendiiures to or for the bene-
fit of a college or university” includes expendi-
iures made for any one or more of the normal
functions of a college or university. These ex-
penditures include those for:

1. Acquiring and maintaining real property
comprising part of the campus ares,

2. Erecting (or participating in erscting) col-
lege or university buildings,

3. Acquiring and maintaining equipment and
furnishings used for, or in conjunction with,
normal functions of colleges and universi-
fies,

4. Libraries,
5. Scholarships, and

G. Studentioans.

The organization must normally receive a
substantial part of its support from the United
States or any state or political subdivision, or
from direct or indirect contributions from the
general public, or from a combination of these
SUUICes,

Support. Support doesn't include income
received in the exercise or performance by the
organization of s charitable, educational, or
other purpose or function conslituting the basis
for exemption.

In determining the amount of support re-
ceived by an organization for a coniribution of
property when the value of the contribution by
the donor is subject to reduction for certain ordi-
nary income and capital gain property, the fair
market value of the property is taken inio ac-
GOunt.

indirect contribution. An example of an
indirect contribution from the public is the re-
ceipt by the organization of its share of the pro-
ceeds of an annual collection campaign of a
community chest, community fund, or unifed
fund.

Governmental units. A governmenial unit in-
cludes a siate, a possession of the Uniled
Stales, or a political subdivision of either of the
foregoing, or the United Siates or the District of
Columbia.

Agricultural research organizations. Agri-
cultural research organizations described in
section 170{b){(1HA)(ix) operaled in conjunction
with a land-grant college or university or a
non-tand-grant college of agriculture may now
qualify for public charity status. See Instructions
for Form 1023 for more information.

Publicly supported organizations. An or
ganization is a publicly supporied organization if
itis one that normally receives a substantial part
of its support from a governmental unit or from
the general public.

Types of organizations that generally qualify
are:
Museums of history, art, or science,
Libraries,
Community centers {o promote the arts,
Organizations providing facilities for the
suppor of an opera, symphony orchesira,
ballet, or reperiory drama, or for some

@ 8 & 8
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other direct service to the general public,
and

# Organizations such as the American Red
Cross or the United Way.

Gualifying as Publicly Supported

An organization will qualify as publicly suppor-
ted if it passes the one-third support test. If it
fails that test, it may qualify under the facts and
circumstances test.

One-third support test. An organization will
qualify as publicly supported if it normally re-
ceives at least one-third of iis total support from
governmental units, from contributions made di-
rectly or indirectly by the general public, or from
a combination of these sources. For a definition
of suppori, see Suppord, later,

Definition of normally for one-third sup-
port fest An organization will be considered
as normally meeting the one-third support test
for its current tex year and the next fax year if,
for the current tax year and the 4 tax years im-
mediately before the current tax year, the or-
ganization meets the one-third support test on
an aggregate basis. See also Compulalion pe-
tiod for public support (Special computation pe-
riod for new organizations) later, in this discus-
sion.

Facts and circumstances test. The facts and
circumstances test is for organizations failing o
meet the one-third support test. If your organi-
zation fails to meet the one-third support test, it
may still be treated as a publicly supported or-
ganization if it normally receives a substantial
part of its support from governmental units, from
direct or indirect contributions from the general
public, or from a combination of these sources.
To qualily, an organization must meet the
ten-perceni-of-support requirement and the at-
traction of public support requirement. These
requirements establish, under all the facts and
circumstances, that an organization normally
receives a substantial part of its support from
governmental units or from direct or indirect
coniributions from the general public. The or-
ganization also must be in the nature of a pub-
licly supported organization, taking into account
five different factors. See Agdifionsl requirg-
ments (the five public support factors), later,

Tern-percent-of-support requirement.
The percentage of support normally received by
an organization from governmental units, from
coniributions made directly or indirectly by the
gensral public, or from a combinatlion of these
sources must be substantial. An organization
won't be treated as normally receiving a sub-
stantial amount of governmental or public sup-
port unless the total amount of governmenial
and public support normally received is at least
10% of the total support normally received by
that organization.

Altraction of public support reguire-
ment. An organization must be organized and
operated in a manner to altract new and addi-
tional public or governmental support on 3 con-
finuous basis. An organization will meet this re-
aquirement if it maintains a continuous and bona
fide program for solicitation of funds from the
general public, communily, or membership
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group involved, or if it carries on activities de-
signed to attract support from governmental
units or other charitable organizations descri-
bed in seclion 50%{a)(1). In determining
whether an organization maintains g continuous
and bona fide program for solicitation of funds
from the general public or community, consider-
ation will be given to whether the scope of its
fundraising activilies is reasonable in light of ils
charitable activities. Consideration alsc will be
given to the fact that an organization may, inits
early years of existence, limit the scope of its
solicitation to persons who would be most likely
to provide seed money sufficient io enable it to
begin its charitable activities and expand its so-
licitation program.

Definition of normally for facts and cir-
cumstances lest. An organization will nor-
mally meetl the requirements of the facls and
circumstances lest for its current tax year and
the next tax year if, for the current tax year and
the 4 tax years immediately before the current
tax year, the organization meetls the ten-per-
cent-of-support and the attraction of public sup-
port requirements on an aggregate basis and
satisfies a sufficient combination of the factors
discussed later. The combination of factors that
an organization normally must meel doesn't
have 1o be the same for each 4-year period as
fong as a sufficient combination of factors exists
o show compliance.

Additional requirements {the five public
support faciors). in addition to the two re-
cuirements of the facis and circumstances fest,
the following five public support factors will be
considered in determining whether an organiza-
tion is publicly supported. However, an organi-
zation generally deesn't have {o satisfy all of the
factors. The factors relevant to each case and
the weight accorded fo any one of them may
differ depending upon the nature and purpose
of the organization and the length of time it has
existed. The combination of factors that an or-
ganization normally must meet doesn't have 1o
be the same for each 4-year pericd aslong as a
sufficient combination of factors exists to show
that the organization is publicly supporied.

1. Percentage of financial support fac-
for. When an organization normally receives at
least 10% but less than one-third of ifs tolal sup-
port from public or governmental sources, the
perceniage of support received from those
sources will be considered in determining
whether the organization is publicly supported.
As the percentage of support from public or
governmertal sources increases, the burden of
establishing the publicly supported nature of the
organization through other factors decreases,
while the lower the percentage, the greater the
burden.

if the percentage of the organization's sup-
port from the general public or govemmental
sources is low because it receives a high per-
centage of its iotal support from investment in-
come on its endowment funds, the organization
will be treated as complying with this factor if
the endowment fund was originally contributed
by a governmenial unit or by the general public.
However, if the endowment funds were origi-
nally coniributed by a few individuals or mem-
bers of their families, this fact will increase the
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burden on the organization of establishing com-
pliance with other factors. Facts pertinent to
years before the 4 tax years immediately before
the current tax year also may be considered.

2. Sources of support factor. |f an organi-
zation normally receives at least 10% bul less
than one-third of its tolal support from public or
governmental sources, the fact that it receives
the support from govermmental units or directly
or indirectly from a representative number of
persons, rather than receiving almost all of its
support from the members of a single family,
will be considersd in determining whether the
organization is publicly supported. in determin-
ing what is a representative number of persons,
consideration will be given io the type of organi-
zation involved, the length of time it has exisied,
and whether it limils ils activities to a particular
community or region or to a special field that
can be expected to appeal o 3 limited number
of persons. Facts pertinent to years before the 4
tex years immediately before the current fax
year also may be considersd.

3. Representalive governing body fac-
tor. The fact that an organization has a govern-
ing body that represents the broad interests of
the public rather than the personal or privale in-
terest of a limited number of donors will be con-
sidered in determining whether the organization
is publicly supported.

An organization will meet this requirement if
it has a governing body composed of:

1. Public officials acting in their public ca-
pacities,

2. Individuals selected by public officials act-
ing in their public capacitiss,

3. Persons having special knowledge or ex-
pertise in the particular field or discipling in
which the organization is operating, and

4. Community leaders, such as elected or
appeinted officials, members of the clergy,
educalors, civic leaders, or other such
persons representing a broad cross-sec-
tion of the views and interests of the com-
rnunity.

in a membership organization, the governing
body also should include individuals slected by
a broadly based membership according io the
organization's governing instrument or bylaws.

4. Availability of public faciliies or serv-
ices factor. The fact that an organization gen-
erally provides faciliies or services directly for
the benefit of the general public on a continuing
hasis is evidence thal the organization is pub-
licly supported. Examples are:

& A mussum or library thatis open to the
public,

® A symphony orchestira that gives public
performances,

® A conservation organization that provides
educational services o the public through
the distribution of educational materials, or

& An old-age home that provides domiciliary
or nursing services for members of the
general public.

The fact that an educational or research institu-
tion reguiarly publishes scholarly studies widely
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used by colleges and universilies or by mem-
bers of the general public is also evidence that
the organization is publicly supported.

Similarly, the following factors are also evi-
dence that an organization is publicly suppor-
ted.

1. Participating in, or sponsoring, the pro-
grams of the organization by members of
the public having special knowledge or ex-
pertise, public officials, or civic or com-
munity leaders.

2. Maintaining a definitive program by the or-
ganization to accomplish its charitable
work in the community, such as slum
clearance or developing employment op-
portunities.

3. Receiving a significant part of ifs funds
from a public charity or governmental
agency to which itis in some way held ac-
countable as a condition of the grant, con-
tract, or contribution.

&. Additional factors pertinent fto mem-
bership organizations. The following are ad-
ditional factors in determining whether a mem-
bership organization is publicly supported.

1. Whether the solicitation for dues-paying
members is designed to enroll a substan-
tial number of persons in the communily or
area, or in a particular profession or field of
special interest (taking into account the
size of the area and the nature of the or-
ganization's aclivities).

2. Whether membership dues for individual
(rather than institutional) members have
been fixed at rates designed to make
membership available to a broad cross
section of the interested public, rather than
to restrict membership to a limited number
of persons.

3. Whether the activities of the organization
will be likely o appeal {o persons having
some broad common inferest or purpose,
such as educational activities in the case
of alumni associations, musical activities
in the case of symphony societies, or civic
affairs in the case of parent-teacher asso-
ciations.

Special ruie. The fact that an organization
has normally met the one-third support test re-
quirements for a current tax year, but is unable
normally to meet the requirements for a later tax
year, won't in itself prevent the organization
from meeting the requirements of the facts and
circumstances test for the later tax year.

Example. X is recognized as an organiza-
tion described in section 501(¢c)(3). On the ba-
sis of support received during tex vears 2013,
2014, 2015, 2016, and 2017, it meets the
one-third support test for teo year 2017 (the cur-
rent tax yvear). X also meets the one-third sup-
port test for 2018, as the immediately succeed-
ing tax year.

In tax years 2014, 2015, 2016, 2017, and
2018, in the aggregaie, X doesn't receive at
least one-third of its support from govemnmental
units referred o in section 170{c)(1), from con-
iributions made directly or indirectly by the gen-
eral public, or from a combination of these sour-
ces. X still meets the one-third support test for

{ax year 2018 based on the aggregate support
received for tax years 2013 through 2017,

In tax vears 2015, 2016, 2017, 2018, and
2019, in the aggregate, X doesnt receive at
least one-third of its support from governmenial
units referred to in section 170{c){1), from con-
fributions made directly or indirectly by the gen-
eral public, or from a combination of these sour-
ces. X doesn't meet the one-third support test
for tax vear 2019.

Based on the aggregate support and other
factors listed in Regulations section 1.170A-9(f)
(3W(A) through (E) for tax vears 2014, 2015,
2016, 2017, and 2018, X meets the facts and
circumstances test for tax year 2017 and for tax
vear 2018 (as the immediately succeeding tax
year). Therefore, X is still an organization de-
scribed in section 170(b){(1)(A)(Wi) for tax year
2019, even though X didn't meet the one-third
support test for that year.

Special computlation period for new organi-
zations {Computation period for public sup-
port). i, al the time of applving for tax-exempt
status, an organization can reasonably be ex-
pected to meet the one-third support test or the
facts and circumstances test during its first 5 tax
years, the organization will qualify as publicly
supported for its first 5 years. The organization
will be classified as a public charity for ifs first 5
years, regardless of the public support actually
received during this period. Beginning with the
organization's sixth tax year, the organization
will qualify as publicly supported if it meels the
one-third support test or the facts and circum-
stances fest for its sixth year (based on support
received in its second through sixth tax years),
or as a carryover for iis fifth tax year (based on
support received in its first through fifth tax
vears). if the organization is required to file
Form 880 or 98C-EZ, it must establish that it
meets the public support iest each vear on
Schedule A (Form 980 or 980-E7).

Reasonable expectation of public sup-
port. An organization that can reasonably be
expected to meel the one-third support test or
the facts and circumstances test during its first
5 years is one that can show that iis organiza-
fional struciure, current or proposed programs
and activities, and actual or intended method of
operation can reasonably be expected fo attract
the type of broadly based support from the gen-
eral public, public charities, and governmental
units that is necessary to mest the public sup-
port requirements discussed earlier under Qual-
ifving As Publicly Supported.

Exampie. Organization Y was formed in
January 2013 and uses a December 31 tax
vear. After September 9, 2013, and before De-
cember 31, 2013, Organization Y filed a Form
1023 requesting recognition of exemption as an
organization described in section 501(c)(3) and
in sections 170(bY 1AV and 508(a)(1). Inits
application, Organization Y established that it
can reasonably be expected io mest the
one-third support test. Organization Y receives
a determination letter that it is an organization
described in section 501(c)3) and seclions
170{b){(1¥{A}vi) and 508(a)(1) effective as of
the date of formation.

Organization Y is described in sections
170(b)(1{(A)vi) and 509(a)(1) for its first 5 tax
vears (lax years ending December 31, 2013,
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through December 31, 2017). Organization Y
can qualify as a public charity beginning with
the tax year ending December 31, 2017, if Or-
ganization Y meets the one-third support test or
facts and circumnstances test for the tax years
ending December 31, 2014, through December
31, 2018, or for the {ax years ending December
31, 2013, through December 31, 2017,

Determinations of public support status.
An organization may request a determination
letier that it is described in section 170(b)(1){(A)
{vi}. This request is made on Form 1023 or
Form 1023-EZ, or at such other time as the or-
ganization believes it is described in section
17C{b3{1{A}v). The IRS may revoke the sec-
tion 170(b}(1){AXvi) determination letter if, on
examination, the organization has not met the
requirements. The RS may also revoke the
section 170(b)(1){A)M) determination letler if
the organization's application for a determina-
fion contained an omission or inaccurate mate-
rial information.

Aeliance by grantors or contributors. As
a general rule, grantors or contribuiors may rely
on a determination thal an organization is de-
scribed in section 170(b)1){A}VI) untll notice of
change of status of the organization is mads fo
the public. The IRS publishes such notices from
fime to time in the Internal Revenue Bullstin,
find information about an organization’s exempt
status under section 501(c){3) and ils status as
a public charity or private foundation from
Exempt Organizalions Select Check. However,
a grantor or coniributor can’t rely on & detrermi-
nation letter or information on Select Check if
the grantor or contributor was responsible for,
or aware of, the act or failure to act that resulied
in the organization's loss of classification as a
publicly supported organization.

Support. For purposes of publicly supported
organizations, the ferm supporl includes (but
isn't imited o)
1. Gifts, grants, contributions, or membership
fees,

2. Netincome from unrelated business activ-
ities, whether or not those activilies are
carried on regularly as a trade or business,

3. Gross invesiment income,

4, Tax revenues levied for the benefit of an
organization and sither paid to or spenton
behalf of the organization, and

5. The value of services or facilities furnished
by a governmental unit fo an organization
without charge (except services or facili-
ties generally furmnished to the public with-
out charge).

Amounts thal aren’t support. The lerm
support doesn't include:

1. Any amount received from the exercise or
performance by an organization of the pur-
pose or function constiluting the basis for
its exemption (in general, these amounts
include amountis received from any activity
the conduct of which is substantially rela-
ted to the furtherance of the exempt pur-
pose or function, other than through the
production of income), or
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2. Coniributions of services for which a de-
duction isn't allowsd,

These amounts are excluded from both the nu-
merator and the denominator of the fractions in
determining compliance with the one-third sup-
port test and iten-percent-of-support require-
ment. The following discusses an exception to
this general rule.

Organizations dependent primarily on
gross receipits from related activities. Or
ganizations won't satisty the one-third support
test or the ten-percent-of-support requirement if
they receive:

1. Almost all support from gross receipts
from related activilies, and

2. Aninsignificant amount of support from
governmential units (without regard to
amounts referred o in (3} in the list of
items included in support) and contribu-
tions made directly or indirectly by the
general public.

Example. Z, an organization described in
saction 501{(c)(3), is conirclied by Thomas Blue,
its president. Z received $500,000 during the
current tax year and the 4 tax years immediately
before its current tax yvear under a contract with
the Department of Transportation, under which
Z engaged in research {o improve a particular
vehicle used primarily by the Federal Govern-
ment. During the same period, the only other
suppori received by Z was 35,000 in small con-
tributions primarily from Z's emplovees and
business associates. The $500,000 is gross re-
ceipts from a related activity and not support
from a governmental unit, because the services
are provided {o serve the direct and immediale
needs of the payor rather than primarily fo con-
fer a direct benefit on the public. Because of
this fact, and because £'s contributions from the
public are insignificant, £ doesn't meel the
one-third support test or the ten-percent-of-sup-
port requirement.

For the rules that apply fo organizations that
fail to qualify as section 509(a)(1) publicly sup-
ported organizations because of these provi-
sions, see Secfion S0HaNZ) Organizalions,
later. See also Gross receipts from a refated ao-

ganizations.

Membership fees. Membership fees are
included in the term support if they are paid 1o
provide support for the organization rather than
to buy admissions, merchandise, services, or
the use of facilities.

Support from a governmental unit. For pur-
poses of the one-third support test and the
ten-percent-of-support requirement, the term
support from a governmential unit includes any
amounis received from a governmental unif, in-
cluding donations or contributions and amounts
received on a contract entered into with a gov-
armmental unit for the performance of services,
or from a government research grant. However,
these amounts aren't support from a govern-
mental unit for thess purposes if they constitute
amounts received from the exercise or perform-
ance of the organization's exempt functions.
Any amount paid by a govermnmental unit o
an organization won't be treated as received
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from the exercise or performance of its exempt
function if the purpose of the payment is primar-
ity io enable the organization o provide a serv-
ice to, or maintain a facility for, the direct benefit
of the public (regardiess of whether part of the
expense of providing the service or facility is
paid for by the public), rather than o serve the
direct and immediale needs of the payor. This
includes:

1. Amounis paid to maintain library facilities
that are open to the public,

2. Amounts paid under government pro-
grams to nursing homes or homes for the
aged {o provide health care or domiciliary
services to residents of these facilities,
and

3. Amounts paid to child placement or child
guidance organizations under government
programs for services rendered to children
in the community.

These payments are mainly {c enable the recip-
ient organization fo provide a service or main-
tain a facilily for the direct benefit of the public,
rather than fo serve the direct and immediate
neads of the payor. Furthermore, any amount
received from a governmental unit under cir-
cumstances in which the amount would be frea-
ted as a grant will generally constilute support
from a governmental unit. See the discussion of
Grants, later, under Section 508(aj(2} Organi-
zations.

Medicare and Medicaid payments. Medi-
care and Medicaid payments are received from
contracts entered into with state and federal
governmental units. However, paymenis are
made for services already provided to sligible
individuals, rather than 1o encourage or enable
an organization io provide services to the pub-
lic. The individual patient, not a govermnmental
unit, actually controls the ultimate recipient of
these payments by selecting the health care or-
ganization. As a resull, these paymenis aren't
considered support from a governmental unit.
Medicare and Medicaid payments are gross re-
ceipts derived from the exercise or performance
of exempt activities and, therefore, aren't inclu-
ded in the term support.

Support from the general public. In deler
mining whether the one-third support fest or the
ten-percent-of-support requirement is met, in-
clude in your computation support from direct or
indirect contributions from the general public.
This includes contribulions from an individual,
trust, or corporation but only fo the exient that
the total contributions from the individual, frust,
or corporation, during the current tax year and
the 4-year period immediately before the cur-
rent tax year, aren't more than 2% of the organi-
zation's iotal support for the same period.

Thus, a contribution by any one individual
will be included in full in the denominator of the
fraction used in the one-third support test or the
ten-percent-of-support requirement. However,
the contribution will be included in the numera-
tor only to the extent that it isn't more than 2% of
the denominator. In applying the 2% limit, all
contributions made by a donor and by any per-
son in a special relationship to the donor {cer-
tain Disqualified persons discussed under Ab-
sence of control by disqualified persons, later)

Section 501{c){3} Organizations

are considered made by one person. The 2%
limit doesn't apply to support received from gov-
ermnmental units or to contributions from other
publicly supported charities, except as provided
under Grants from public charities, later.

indirect contributions., The term indirect
contributions from the general public includes
contributions received by the organization from
organizations (such as publicly supported or-
ganizations) that normally receive a substantial
part of their support from direct contribulions
from the general public, except as provided un-
der Granis from public charflies, next.

Grants from public charities. Contribu-
tions received from a governmental unit or from
a publicly supported organization (including a
church that meets the requirements for being
publicly supported) aren't subject to the 2% limit
uniess the contributions represent amounis ei-
ther exprassly or impliedly earmarked by a do-
nior 1o the governmenial unit or publicly suppor-
ted organization as being for, or for the bensfit
of, the particular organization claiming a pub-
licly supported staius.

Example 1. M, a national foundation for the
encouragement of the musical aris, is a publicly
supporied organization. George Spruce gives
M a donation of $5,000 without imposing any
restrictions or conditions upon the gift. M later
makes a $5,000 grant to X, an organization de-
voted to giving public performances of chamber
rmusic. Since the grant to X is freated as being
received from M, it is fully includible in the nu-
meralor of X's support fraction for the fax year
of receipl.

Example 2. Assume M is the same organi-
zation described in Example 1. Tom Grove
gives M a donation of $10,000, but requires that
M spend the money 1o support organizations
devoled to the advancement of contemporary
American music. M has complele discretion as
to the organizations of the type described io
which it will make a grant. M decides 1o make
grants of $5,000 each 1o Y and £, both being or-
ganizations described in section 501(c)(3) and
devoted to furthering contemporary American
music. Since the grants fo Y and Z are treated
as having been received from M, Y and Z each
may include one of the 35,000 granis in the nu-
merator of its support fraction. Although the
donation to M was conditioned upon the use of
the funds for a particular purpose, Mwas free lo
select the ulimate recipient.

Example 3. N is a national foundation for
the encouragement of arl and is a publicly sup-
ported organization. Grants 1o N are permitted
o be earmarked for particular purposes. O,
which is an art workshop devoted io fraining
young artisis and which is claiming stalus as a
publicly supported organization, persuades C, a
private foundation, to make a grant of $25,000
to N. C is a disqualified person with respect to
O, C makes the grant to N with the undersiand-
ing that N would be bound fo make a grant o O
in the sum of $25,000, in addition to a maiching
grant of N's funds to O in the sum of $25,000.
Only the $25,000 received directly from N is
considered a grant from N. The other $25,000is
an indirect contribution from C to O and is to be
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excluded from the numerator of O's support
fraction io the extent it exceeds the 2% limit.

Unusual grants. In applying the 2% limit to de-
fermine whether the one-third support test or
the ten-percent-of-support requirement is met,
exclude confributions that are considered un-
usual granis from both the numeraior and de-
nominator of the appropriate percent-of-support
fraction. Generally, unusual grants are substan-
tial contributions or bequesis from disinierested
parties if the contributions:

1. Are aftracted by the publicly supporied na-
ture of the organization,

2. Are unusual or unexpected in amount, and

3. Would adversely affect, because of the
size, the staius of the organization as nor-
mally being publicly supported. (The or-
ganization must otherwise meet the sup-
port test in that vear without benefit of the
grant or contribution.}

For a grant {(see Grants, later) that meels the re-
quirements for exclusion, if the terms of the
granting instrument require that the funds be
paid to the recipient organization over a petiod
of years, the amount received by the organiza-
fion each year under the terms of the grant may
he excluded for that vear. However, no item of
gross investment income (defined under Seo-
fon S8} Croanizations, later) may be ex-
cluded under this rule,

Characleristics of an unusual grant. A
grant or contribution will be considered an un-
usual grant if the previous three faclors apply
and if it has all of the following characteristics. if
these faciors and characteristics apply, then
even without the benefit of an advance ruling,
graniors or contributors have assurance that
they won't be considered responsible for sub-
stantial and material changes in the organiza-
fion's sources of support.

1. The grantor contribution isn't made by a
parson {or related person) who created
the organization or was a substantial con-
tributor to the organization before the grant
or contribution.

2. The grant or coniribution isn't made by a
person {or relaied person) who is in a po-
sition of authority, such as a foundation
rmanager, or who otherwise has the ability
to exercise control over the organization.
Similarly, the grant or contribution ism't
made by a person {or related person} who,
because of the grant or contribution, ob-
tains a position of authority or the ability to
otherwise exarcise control over the organi-
zation.

3. The grant or contribution is in the form of
cash, readily marketable securities, or as-
sets that directly further the organization's
exempt purposes, such as a gift of a paint-
ing o a museum.

4. The donee organization has received a fi-
nal determination letier classifyingifas a
publicly supported organization and the
organization is actively engaged in a pro-
gram of activities in furtherance of iis ex-
smpt purpose.

5. No matlerial restrictions or conditions have
been imposed by the grantor or contributor
upon the organization in connection with
the grant or contribution.

8. If the grant or coniribution is intended for
operating expenses, rather than capital
itemns, the terms and amount of the grant
or contribution are expressly limiled o 1
year's operating expenses.

Determination request. Before any grant
or contribution is made, a potential grantes or-
ganization can request a delermination as o
whether the grant or coniribution may be exclu-
ded as an unusual grant. This request can be
filed by the graniee organization by submilting
Form 8240, supporting documents described in
the instructions to Form 8940, and the appropri-
ate user fee. The organization must submit all
information necessary to make a determination,
including information relating to the faciors and
characteristics listed in the preceding para-
graphs. if a favorable determination is issued,
the determination can be relied upon by the
granior or contribuior of the particular contribu-
fion in question. The issuance of the determina-
tion will be at the sole discretion of the IRS.

Grants and contributions that fail to qualify
for exclusion will affect the way the support
tests are applied. See Adgitional reguirements
{ihe five public support factors), earlier.

if a determination is requested, in addition o
the characteristics listed earlier under Cf
tavislics of an ynusual grani, the following
iors may be considered by the IRS in determin-
ing if the grant or coniribution is an unusual
grant.

1. Whether the contribution was a bequest or
a fransfer while living. A bequest will be
given more favorable consideration than a
transfer while living.

o

Whather, before the receipt of the contri-
bution, the organization has carried on an
active program of public soliciiation and
exempt activities and has been able io at-
tract a significant amount of public sup-
port.

3. Whaether, before the year of contribution,
the organization met the one-third support
test without benefit of any exclusions of
unusual granis.

4. Whether the organization may reasonably
be expected to altract g significant amount
of public support after the contribution.
Continued reliance on unusual grants o
fund an organization's current operating
expenses (as opposed to providing new
shdowmenti funds) may be evidence that
the organization can't reasonably be ex-
pected o atiract future suppoert from the
general public.

5. Whether the organization has a represen-
tative governing body.

Comprehensive Examples

Example 1. M is recognized as an organi-
zation described in section 501{c}3). For the
years 2013 through 2017 (the applicable period
for the tax year 2017 under Regulations section
1.17CA-8(f}{(3)), M received support (as defined
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in paragraphs Regulations section 1.170A-8(f)
(8) through (8} of $600,000 from the following
SOUICes:

$3006,000
40,000

investmant Incomsa P
City Y (a governmental unit described in
section 170(e)(1)} .. ... ..
United Way (an organizatio

section 170(L)(1{ANVY) ..
Contributions ... ............ .. ..

43,000

Total support

For fax year 2017, M's public support is compu-
ted as follows:

One-third of total support .

. $200,000

$40,000
edWay) . ... .. . .. 40,000
Contributions by various donors {no one
having made contributions that iotal mora
than $12,000—2% of total supporty . . .. 50,000
Six cor excess of
$12, uppaort) 6 x
25 A0
$12.000 72,000
$202,000

M's support from governmenial units and from
direct and indirect contributions from the gen-
eral public for the 2017 tax ysar normally ex-
ceeds one-third of Ms iolal  support
($202,000/$600,000 = 33.67 perceni) for the
applicable period (2012 through 20186). M
meets the one-third support test for 2017 and is
therefore publicly supported for the tax vears
2017 and 2018,

Example 2. N is recognized as an organi-
zgtion described in section 501{(c}3). It was
created to maintain public gardens containing
botanical specimens and displaying statuary
and other art objects. The facilities, works of ar,
and a large endowment were all contributed by
a single contributor. The members of the gov-
erning body of the organization are unrelaled to
its creator. The gardens are open 1o the public
without charge and atiract many visitors sach
year. For the current tax year and the 4 tax
vears preceding the current tax year, 95% of
the organization's iotal support was received
from investment income from its original endow-
ment. N also maintains a membership sociely
that is supported by members of the general
public who wish to contribute {o the upkeep of
the gardens by paying a small annual member-
ship fee. Over the S-year period in question,
these fees from the general public conslituted
the remaining 5% of the organization's foial
support. Under these circumnstances, N doesn't
mest the one-third support fest for its current
tax year. Furthermore, since only 5% was re-
ceived from the general public, N doesn't satisfy
the 10 percent support limitation under Regula-
tions section 1.170A-9(N(3)(), and therefore
doesn't qualify as publicly supported under the
facts and circumstances lest. Because N has
failed {o salisfy the 10 percent support limita-
tion, none of the other requirements or factors
in Regulations section 1.170A-9(N{3)(i}A)
through (E) can be considered in determining
whether N qualifies as a publicly supported or-
ganization. For its current tax year, N isn't an or-
ganization described in section 170(bY(1 A} (vi).
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Example 3. O, an art museum, is recog-
nized as an organization described in section
501(c}{3). In 1930, O was founded in 8 City by
members of a single family {o collect, preserve,
interpret, and display o the public important
works of art. O is governed by a Board of Trust-
ees that originally consisted almost entirely of
members of the founding family. However,
since 1945, members of the founding family or
persons standing in relationship o the mem-
bers of that family described in section 4946(a)
{1}{C) through (G) have annuslly constituted
less than one-fifih of the Board of Trustees. The
remaining board members are citizens of 8 City
from a varisty of professions and occupations
who represent the interests and views of the
people of 8 City in the activilies carried on by
the organization rather than the personal or pri-
vate interests of the founding family. O solicils
contributions from the general public, and for
the current tax year and each of the 4 tax yvears
immediately preceding the current tax year, O
has received iotal contributions (in small sums
of less than $100, none of which exceeds 2 per-
cent of O's total support for such period) in ex-
cess of $10,000. These contributions from the
general public represent 28 percent of the or-
ganization's total support for that 5-year period.
For the same period, investment income from
several large endowment funds has constituled
75 percent of OU's total support. O expends sub-
stantially all of its annual income for its exempt
purposes and thus depends on the funds it an-
nually solicits from the public as well as its in-
vasiment income in order to camry out its activi-
ties on a normal and continuing basis and fo
acquire new works of arl. O has, for the entire
period of its existence, been open o the public
and more than 300,000 people (from 5 City and
eisewhere) have visited the museum in the cur-
rent tax year and the 4 years immediately pre-
ceding the current tax year.

Under these circumstances, O doasn't meet
the one-third support test for its current year be-
cause it has received only 25 percent of its total
support for the applicable S-year period from
the general public. However, under the facts set
forth, O has met the 10 percent support limita-
tion under Regulations section 1.170A-9(H(3)(B,
as well as the requirements of Regulations sec-
tion 1.170A-9(N(3)(i}). Under all of the facts set
forth, O is considerad as meeting the require-
ments of the facts and circumstances lest on
the basis of satisfying Regulations section
1170A-S(H{3) (YA} through (D). O is therefore
publicly supported for ils cumrent tax year and
the immediately succeeding tax year.

Exampie 4. in 1860, the P Philharmonic
Orchestra was organized in T Cily by a local
music society and a local women's club to
present to the public a wide variety of musical
programs intended to foster music appreciation
in the community. P is recognized as an organi-
zgtion described in section 501(c)(3). The or-
chestra is composed of professional musicians
who are paid by the association. Twelve per-
formances, open to the public, are scheduled
each year. A small admission charge is made
for each of these performances. In addition,
several performances are staged annually with-
out charge.

During the current tax year and the 4 fax
years immediately preceding the current tax
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vear, P received separate coniributions of
$200,000 each from A and B (not membersofa
single family) and support of $120,000 from the
T Community Chest, a public federated fund-
raising organization operating in T City. P de-
pends on these funds to carry out its aclivilies
and will continue to depend on conlributions of
this fype to be made in the future. P has also
begun a fundraising campaign in an attempt to
expand its activities for the coming years.

P is governed by a Board of Direclers com-
posed of five individuals. A faculty member of a
local college, the president of a local music so-
ciety, the head of a local banking instilution, a
prominent doctor, and a member of the govern-
ing body of the local Chamber of Commerce
currently serve on the Board and represent the
interests and views of the community in the ac-
tivities carried on by P.

For F's current tax year, ils sources of sup-
port are computed on the basis of the current
tax year and the 4 immediately preceding tax
years, as follows.

Contributions

e $520,000
Receipte from perfermances .

100,000
$620,000
Legs:
Receipts from performances (exciuded,
see Support) . ..
Total suppot .. ..

T Community st {indirect support from
the generaipublicy .. ... ... ...
Two contributions (each over $10,400—2%
of total support) 2x $10,400 ... .. ... .
Total support from general public

$120,000

20,800
$140,800

P's support from the general public, directly and
indirectly, doesn't meet the one-third support
test ($140,800/$520,000 = 27% of total sup-
port). However, because P receives 27 percent
of iis iotal support from the general public, it
meets the 10 percent support limitation under
Regulations section 1.3170A-8(H{3)(). P also
mesis the requiremenis of Regulations ssction
1.170A-9({3)(ii}). As a result of salistying these
requirements and faclors, P is considerad to
meet the facts and circumstances test and
therefore qualifies as a publicly supporied or-
ganization for its current tax year and the imme-
diately succeeding tax year.

Example 5. Q is recognized as an organi-
zation described in section 501{c}{3)and itis a
philanthropic organization. G was founded in
1965 by C for the purpose of making annual
coniributions o worthy charities. C crealed Q
as a charitable trust by transferring $500,000
worth of appreciated securities to Q.

Under the trust agreement, C and two other
family members are the sole trustees of Q and
are vested with the right fo appoint successor
trustees. In sach of the current taxt year and the
4 tax years immedialely preceding the cumrent
tax year, Q received $12,000 in investment in-
come from its original endowment. Each year Q
solicits funds by operating a charity ball al C's
residence. Guests are invited and asked fo
make contributions of $100 per couple. During
the S-year period involved, $15,000 was re-
ceived from the proceeds of these events. C
and his family have also made contributions o
G of 325,000 over the 5-year period at issue. Q

Section 501{c){3} Organizations

makes disbursements each year of subsian-
fially all of its net income io the public charities
chosen by the frustees.

Q's sources of support for the current tax
year and the 4 tax years immediately preceding
the current tax year are as follows:

investmant incorns ... L.
Contributions ... ... ... . L

Total support . .
Contributions frem the general public . ..
Cne contribution {over $2,000—2% of total
support) 1% $2,000
Total support from general publ

Q's support from the general public doesn't

mest the ane-third support fest
($17,000/$100,000 = 17% of iotal support).
Evenn though i does mest the ten-per

ceni-of-support requirement, its method of so-
licitation makes it questionable whether Q satis-
fies  Reguiations section 1.170A-8(D{3)(iD).
Because of its method of operating, (G also has
a greater burden of establishing its publicly sup-
poried nature. Based on these facis and on Q's
failure to receive favorable consideration under
the remaining faclors of Regulations ssction
1.170A-9(3)(i1), O doesn't satlisfy the facis
and circumstances test and therefore doesn't
qualify as a publicly supported organization.

Community Trusts

Community trusts are ofien esiablished o at-
tract large contributions of a capital or endow-
ment nature for the benefil of a particular com-
munity or area. Often these contributions come
initially from a small number of donors. While
the community trust generally has a governing
hody composed of representatives of the partic-
ular community or area, its contributions are of-
fen received and maintained in the form of sep-
arate trusts or funds that are subject to varying
degrees of control by the goveming body.

To qualify as a publicly supporied organiza-
tion, a community frust must meet the one-third
support est, explained earlier under ¢
as Fublicly Supporied. ifitcant meet i ,
must be organized and operated 50 as to attract
new and additional public or governmental sup-
port on a continuous basis sufficient to meet the
facts and circumstances test, also explained
earlier. Community trusts are generally able to
salisfy the atiraction of public support require-
ment (as confained in the facts and circumstan-
ces test) if they seek gifts and bequests from a
wide range of potential donors in the community
or area served, through banks or frust compa-
nies, through atlorneys or other professional
persons, or in other appropriate ways that call
atiention o the community frust as a potential
recipient of gifts and bequests made for the
hensfit of the communily or area served. A
community trust, however, doesn't have o en-
gage in periodic, community-wide, fundraising
campaigns directed toward aitracting a large
number of small coniributions in a manner simi-
lar to campaigns conducted by a community
chest or a united fund.

Separate trusts or funds. Any community
trust may be treated as a single entity for public
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support purposes, rather than as an aggregs-
tion of separate funds, in which case all qualify-
ing funds associated with thal organization
{whether a trust, not-for-profit corporation, unin-
corporated  associgtion, or a combinalion
thereof) will be treated as component parts of
the organization for public support purposes.

Single entity. To be freated as a single en-
tity for public support purposes, a community
frust must meet all of the following require-
ments.

1. The organization must be commonly
kniown as a community trust, fund, founda-
tion, or other similar name conveying the
concept of a capital or endowment fund io
support charitable activiies in the com-
munity or area it serves.

o

Al funds of the organization must be sub-
ject to a common governing instrument (or
a master trust or agency agreement) that
may be embodied in a single (or several)
document(s) containing common lan-
guage.

3. The organization must have a common
governing body (or distribution committes)
that sither directs or, in the case of a fund
designated for specified beneficiaries,
monitors the distribution of all funds exclu-
sively for charitable purposes. The govern-
ing body must have the power in the gov-
erning instrument, the instrument of
transfer, the resolutions or bylaws of the
governing body, a written agreemaent, or
otherwise—

a. To maodify any restriction or condition
an the distribution of funds for any
specified charitable purposes orto
specified organizations if in the sole
judgmenit of the governing body (with-
out the necessity of the approval of
any participating trustes, custodian, or
agent), the restriction or condition be-
comes, in effect, unnecessary, inca-
pable of fulfillment, or inconsistent
with the charitable needs of the com-
munity or area served,

b, Toreplace any participating frustee,
custedian, or agent for breach of fidu-
ciary duty under state law, and

<. Toreplace any participating frusiee,
etc., for failure to produce a reasona-
ble return of net income over area-
sonable period of time. (The govern-
ing body will defermine whatis
reasonabie.)

4. The organization must prepare periodic fi-
nancial reports treating all of the funds that
are held by the community trust, either di-
rectly or in component parts, as funds of
the organization.

A community rust can meet the requirement
in (3) above even if its exaercise of the powers in
{3¥a}, (b}, or {c) is reviewable by an appropriate
state authority.

Component parf. To be treated as a com-
ponent part of a community trust (rather than as
a separate frust or a not-for-profit corporation
for public support purposes), a trust or fund:

1. Must be created by gift, bequest, legacy,
devise, or other transfer to a community
frust that is treated as a single entity (de-
scribed above), and

2. May not be directly or indirectly subjected
by the transferor io any maierial resiriction
or condition with respect o the transferred
assels.

Grantors and contribulors. Graniors, con-
fributors, or distributors to a community trust
may rely on the public charlly status, which the
organization has claimed in a timely filed notice,
on ot before the date the IRS informs the public
{through such means as publication in the Inter-
nal Revenue Bulletin} that such reliance has ex-
pired. However, if the grantor, contributor, or
distributor acquires knowledge that the IR3 has
notified the community trust that it has failed to
establish that it is a public charity, then reliance
on the claimed stalus expires at the lime such
knowledge is acquired.

Section 5098(a){2) Organizations

Section 508{a}{2) excludes certain types of
broadly based, publicly supporied organiza-
tions from private foundation status. Generally,
an organization described in section 509(a)(2)
may also fif the description of a publicly suppor-
ted organization under section 508(a)(1}. There
are, however, two basic differences.

1. For section 509(a)(2) organizations, the
term support includes items of support dis-
cussed earlier (under Sypport, in the dis-
cussion of Section 509(aj(1) Organiza-
tions) and income from activities direcily
related {o their exemnpt function. This in-
come isn't included in meeting the support
test for a publicly supported organization
under section 508(a)(1).

2. Section 509(a)(2) places a limit on the fo-
tal gross investment income and unrelated
business taxable income (in excess of the
unrelated business tax) an organization
may have, while section 508(a)(1) doesn't.

To be excluded from private foundation
treatment under section 509(a)(2), an organiza-
tion must mest two support tesis.

1. The one-third support test.

2. The not-more-than-one-third support test.

Both these tests are designed 1o ensure that
an organization excluded from private founda-
tion reatment is responsive o the general pub-
lic, rather than to the private interests of a limi-
ted number of donors or other persons.

One-third support test. The one-third support
fest will be met if an organization normally re-
ceives more than one-third of its support in
sach tax year from any combination of:

1. Gifts, grants, contributions, or membaership
fees, and

2. Gross receipts from admissions, sales of
merchandise, performance of services, or
furnishing facilities in an activity thatisn't
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For this purpose, the suppoert must be from
permitied sources, which include:
® Section 509(a)(1) organizalions, described
earlier,
tion 508{al( 1) Oroanizations, sarlier, and
e Persons other than Qisqualified persons
(defined under Section 508ia)3) Oraani-

Limit on gross receipts. In computing the
amount of support received from gross receipts
under (2} above, gross receipts from related ac-
tivities received from any person or from any
bureau or similar agency of a governmental unit
are includible in any tax year only o the extent
the gross receipts aren't more than the greater
of $5,000 or 1% of the organization's iotal sup-
portin that year.

MNot-more-than-one-third support test. This
test will be met if an organization normally re-
ceives no more than one-third of its support in
each tax vear from the tolal of:

1. Gross investment income, and

2. The excess (if any) of unrelated business
taxable income from unralated trades or
husinesses acquired afier June 30, 1975,
over the tax imposed on that income.

Gross investment income. Gross invest-
ment income means the gross amount of in-
come from interest, dividends, payments with
respect 1o securities loans, rents, and rovyalties,
but it doesn't include any income that would be
included in computing tax on unrelated busi-
ness income from trades or businesses.

Definition of normally. Both support tesis
are computed on the basis of the naiure of the
organization's normal sources of support. An or-
ganization will be considered 1o have normally
met both tesis for its current tax year and the
text year immediately following, if it meets those
tests on the basis of the total support received
for the current tax year and the 4 tax years im-
mediately befors the current tax vear.

Computation period for public support. [f at
the time of applying for tax-exempt stalus, an
organization can reasonably be expected to
meet the one-third support test and the
not-more-than-one-third support test during s
first & text vears, the organization will qualify for
classification as a public charity under section
508(a)(2) for is first 5 years. Beginning with the
organization's sixth tax vear, the organization
will be described in section 509(a}(2) if it meets
the one-third support test and
not-more-than-one-third support test for its sixth
year (based on support received in its second
through sixth tex years) or as a carryover for its
fifth text year (based on support received in ifs
first through fifth tax vears). if the organization is
required {o file Form 930 or 990-EZ, it must es-
tablish that it mesis the one-third support fest
and not-more-than-one-third support test each
vear on Schedule A (Form 990 or 990-EZ).

Reasonabie expectation of public sup-
port, An organization thai can reasonably be
expected to meet the one-third support test and
not-more-than-one-third support test under sec-
tion 509{a)(2) during iis first 5 {ax years is one
that can show that its organizational structure,

Section 501{c)}{3) Cryganizations Page 37

ED_002434_00004582-00037



current or proposed programs and activities,
and actual or intended method of operation can
reasonably be expected fo altract the type of
broadly based support from the general public,
public charities, and governmental units that is
necessary to meest these tests. The facts that
are relevant to this defermination and the
weight accorded each fact may differ from case
to case. An organizalion can't reasonably be
sxpected to meet the one-third support test and
the not-more-than-one-third support test when
the facts indicate that an organization is likely
during its first 5 tax years o receive less than
one-third of its support from permitied sources
or {0 receive mors than one-third of its support
from gross investment income and unrelated
business taxable income.

Al pertinent facls and circumsiances are
taken into account in determining whether the
organizational structure, programs, or activities,
and method of operation of an organization will
give that organization a reasonable expectation
that it will meet the suppori tests. Some perii-
nent factors considered are:

1. Whether the organization has or will have
a governing body that is composed of per-
sons having special knowledge in the par-
ticutar fisld in which the organization is op-
erating or of community leaders, such as
elected officials, members of the clergy,
and educators, or, in the case of a mem-
bership organization, of individuals glec-
ted under the organizatlion's governing in-
strument or bylaws by g broadly based
membership,

2. Whether a substantial part of the organiza-
tiory's initial funding is to be provided by
the general public, by public charities, or
by government grants rather than by a
limited number of graniors or contributors
who are disqualified persons with respect
to the organization,

3. Whether a substantial proportion of the or-
ganization’s initial funds are placed, or will
remain, in an endowment and whether the
invesiment of those funds is unlikely to re-
sult in more than one-third of iis total sup-
port being received from gross investment
income and from unrelated business taxa-
ble income in excess of the {ax imposed
on that income,

4. Whether an organization thal carries on
fundraising aclivities has developed a spe-
cific plan for solicitation of funds on a com-
munity or area-wide basis,

5. Whether an organization that carries on
community service activilies has a specific
program io carry out its work in the com-
miunity,

8. Whether membership dues for individual
({rather than institutional) members of an
organization that carries on education or
other exempt activities for or on behalf of
members have been fixed at rates de-
signed 1o make membership available o a
broad cross section of the public rather
than to restrict membership to a limited
number of persons, and

7. Whether an organization that provides
goods, services, or facilities is or will be
required io make its services, facilities,
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performances, or products available (re-
gardiess of whether a fee is charged) to
the general public, public charities, or gov-
ernmental units rather than fo a limited
number of persons or organizations.

Unusual grants. An unusual grant can be ex-
cluded from the support test computation if it:

1. Was altracted by the publicly supporied
nature of the organization,

2. Was unusual or unexpectad in amount,
and

3. Would, because of ils size, adverssly af-
fect the status of the organization as nor-
mally meeting the one-third support fest.
(The organization must otherwise mest
the test in that vear without benefit of the
grant or coniribution.)

Characleristics of an unusual grant. A
grant or coniribution will be considered an un-
usual grant if the above three faciors apply and
it has all of the following characleristics. If these
factors and characteristics apply, then even
without the benefit of an advance ruling, gran-
iors or contributors have assurance thai they
won't be considered responsible for an act that
results in an organization's change of support
status.

1. The grantor contribution isn't made by a
person (or related person) who created
the organization or was a substantial con-
tribuior fo the organization before the grant
or contribution.

2. The grant or coniribution isn't made by a
person {or related person) whao is in a po-
sition of authority, such as a foundation
manager, or who otherwise has the ability
to exercise control over the organization.
Similarly, the grant or contribution isn'i
made by a person {or related person} who,
because of the grant or contribution, ob-
tains a position of authority or the ability 1o
otherwise exarcise control over the organi-
zation.

3. The grant or contribution is in the form of
cash, readily marketable securities, or as-
sets that directly further the organization's
exempt purposes, such as a gift of a paint-
ing o a museum.

4. The donee organization has received ei-
ther an advance ruling or final determina-
tion letter classifying it as a publicly sup-
poried organization and, except for an
organization operating under an advance
ruling or determination letier, the organiza-
tion is actively engaged in a program of
activities in furtherance of its exempt pur-
pose,

5. No material restrictions or conditions have
been imposed by the granior or coniributor
upon the organization in connection with
the grant or contribution.

6. i the grant or contribution is intended for
operating expenses, rather than capital
items, the ferms and amount of the grant
or contribution are expressly limiled to one
year's operaiing expenses.

Section 501{c){3} Organizations

Determination request If there is any
deubt that a grant or contribution can be exclu-
ded as an unusual grant, the grantee organiza-
fion can request a determination by submilting
Form 8840, supporting documenis described in
the Instructions {o Form 8840 and the appropri-
ate user fee. The IRS has the sole discretion of
issuing a determination, but if a favorable deter-
mination is issued, it can be relied on by the
grantor or contribulor for purposes of a charita-
ble contributions deduction and by the organi-
zation for purposes of the exclusion for unusual
granis.

in addition to the characteristics listed
above, the following factors may be considered
by the IRS in determining if the grant or contri-
bution is an unusual grant.

1. Whether the contribution was a bequest or
a fransfer while living. A bequest will ordi-
narily be given more favorable considera-
tion than a transfer while living.

2. Whether, before the contribution, the or-
ganization carried on an actual program of
public soficitation and exempt activities
and was able o atiract a significant
amount of public support.

3. Whether the organization may reasonably
be expected to atiract a significant amount
of public support after the contribution.
Continued reliance on unusual grants o
fund an organization's current operating
expenses can be evidence that the organi-
zation can't attract future support from the
general public,

4. Whether the organization met the
ohe-third suppori test in the past without
the benefit of any exclusions of unusual
grants.

5. Whether the organization has a represen-
tative governing body.

Example 1. Y, an organization described in
saction 501(c)3), was created by Marshall
Pine, the hoider of all the common stock in M
corporation, Lisa, Marshall's wife, and Edward
Forest, Marshall's business associate. The pur-
pose of Y was to sponsor and equip athietic
teams composed of underprivileged children in
the communily. Each of the three creators
makes small cash contributions 1o Y. Marshall,
Lisa, and Edward have been actlive participants
in the affairs of Y since its creation. Y regularly
raises small amounts of contributions through
fundraising drives and selling admission o
some of the sponsored sporting events. The op-
erations of Y are carried out on a small scale,
usually being restricted to the sponsorship of
wo to four baseball eams of underprivileged
children.

In 2011, M Corporation recapitalizes and
creates a first and second class of 8 percent
nonvoting preferred stock, most of which is held
by Marshall and Lisa. In 2012, Marshall contrib-
utes 49 percent of his common stock in M io Y.
Marshall's contribution of M's common siock
was subsiantial and constitutes 90 percent of
Y's fotal support for 2012, A combination of the
facts and circumstances of the determining fac-
fors preclude Marshall's contribution of M's
common stock in 2012 from being excluded as
an unusual grant under Temporary Regulations
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section 1.808(a)-3T(c}{3) for purposes of deter-
mining whether Y meets the one-third support
est under section 508(a){(2).

Example 2. M was organized in 2011 1o
promote the appreciation of ballet in a particular
region of the United Siates. lis principal activi-
fies consist of erecting a theater for the perform-
ance of ballet and the organization and opera-
fion of a ballet company. M receives a
determination letter thal it is an organization de-
scribed in section 501(c){(3) and that it is a pub-
lic charity described in section 509(a)(2). The
governing body of M consists of nine prominent
urrelated cilizens residing in the region who
have either an expetise in ballet or a strong in-
terest in encouraging appreciation of the art
form.

In 2012, Z, a private foundation, proposes o
make a grant of $500,000 in cash to M io pro-
vide sufficient capital for M to commence its ac-
tivities. Although Albert Cedar, the crealor of Z,
is one of the nine members of M's governing
body, was one of M's original founders, and
continues o lend his prestige to M's aclivilies
and fundraising eflorts, Albert doesn'i, directly
or indirecily, exercise any control over M. By
the close of iis first tax year, M also has re-
ceived a significant amount of support from a
number of smaller coniributions and pledges
from members of the general public. M charges
admission to the ballet performances o the
general public.

Although the support received in 2012 won't
impact M's status as a public charity for its first
5 tex years, it will be relevant to the determina-
tion of whether M meets the one-third support
test under section 509(a){2) for the 2016 tax
year, using the compulation period 2012
through 2016. Within the appropriate time-
frame, M may submit a request for a determina-
tion letter that the $500,000 contribution from Z
gualifies as an unusual grant.

Under the above circumstances, even
though Albert was a founder and member of the
governing body of M, M may exclude Z's contri-
bution of $500,000 in 2012 as an unusual grani
under Regulations section 1.509{(a)-3T(c)}(3) for
purposes of delermining whether M meets the
one-third support test under section 50%(a)(2)
for 2016.

Gifts, contributions, and granis distin-
guished from gross receipts. In determining
whether an organization nomally receives
maore than one-third of its support from permit-
ted sources, include all gifts, contributions, and
grants received from permitied sources in the
numerator of the support fraction in each fax
year. However, gross receipts from admissions,
sales of merchandise, performance of services,
or furnishing facilities, in an activity that isn't an
unrelated trade or business, are includible in
the numerator of the support fraction in any {ax
yeoar only to the exient that the amounis re-
ceived from any person or from any bureau or
similar agency of a govemnmental unit aren't
more than the greater of $5,000 or 1% of sup-
port,

Determinations of public support status.
An organization may request a determination
letter that it is described in section 508(a)(2).
This request is made on Form 1023 or Form

1023-EZ, or at such other time as the organiza-
tion believes it is described in section 508(a}(2}.
The IRS may revoke the section 509(a){(2) de-
termination letter if, upon examination, the or-
ganization has not met the requirements. The
IRS may also revoke the section 508(a}{(2) de-
termination letier if the organization’s applica-
tion for determination contained an omission or
inaccurate material information.

Rellance by granifors or conifributors.
Grantors or coniributors may rely on a determi-
nation that an organization is described in sec-
tion 509(a)2) until notice of change of status of
the organization is made to the public (such as
by publication in the Infernal Revenue Bulletin,
or Exempt Organizations Select Check, either
of which can be searched at IRS.gov.). See

or contributor was responsible for, or aware of,
the act or failure to act that resulied in the or-
ganization's loss of classification as a publicly
supported organization.

Gifts and coniributions. Any payment of
maoney or fransfer of properly without adequate
consideration is considered a gift or contribu-
tion. When payment is made or property is
transferred as consideration for admissions,
sales of merchandise, performance of services,
or furnishing facilities to the donor, the stalus of
the payment or fransfer under ssction 170{c)
determines whether and io what extent the pay-
ment or fransfer is a gift or coniribution as dis-
tinguished from gross receipts from related ac-
tivities.

The amount includible in computing support
from gifts, grants, or contributions of property or
use of property is the fair market or rental value
of the property at the date of the gifi or contribu-
tion.

Example. P is a local agricultural club and
is an organization described in section 501{c)
(3). it makes awards atl iis annual fair for out-
standing specimens of produce and livestock fo
encourage inferest and proficiency by young
people in farming and raising livestock. Most of
these awards are cash or other property dona-
ted by local businessmen. When the awards
are made, the donors are given recognition for
their donations by being identified as the donor
of the award. The recognition given to donors is
merely incidental io the making of the award to
worthy youngsters. For these reasons, the don-
ations are contributions. The amount includible
in computing support is equal o the cash con-
tributed or the fair market value of other prop-
erty on the dates contributed.

Granits. Granis often contain cerfain terms
and conditions imposed by the grantor. Be-
cause of the imposition of terms and conditions,
the frequent similarity of public purposes of
grantor and graniee, and the possibility of bene-
fit to the grantor, amounts received as grants for
carrying on exempt activilies are sometimes dif-
ficult to distinguish from amounts received as
gross receipis from carrying on exempt activi-
ties,

in distinguishing the term gross receipts
from the term grants, the term gross receipts
means amounts received from an activity that
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isr't an urrelated trade or business, if a specific
service, facility, or product is provided o serve
the direct and immediate needs of the payor
rather than primarily to confer a direct benefit on
the general public. In general, payments made
primarily to enable the payor to realize or re-
ceive some economic or physical benefif as a
result of the service, facility, or product obtained
will be ireated as gross receipis by the payse.

For example, a profit-making organization,
primarily for its own betlerment, contracts with a
nonprofit organization for a service from that or-
ganization. Any payments received by the non-
profit organization (whether from the profit-mak-
ing organization or from another nonprofit) for
similar services are primarily for the benefif of
the payor and are therefore gross receipls,
rather than grants.

Research leading to the development of tan-
gible products for the use or benefil of a payor
generally will be trealed as a service provided
to serve the direct and immediate needs of the
payor, while basic research or studies carried
on in the physical or social sciences generally
will be treated as primarily o confer a direct
benefit upon the general public.

Medicare and Medicald paymenis are gross
receipts from the exercise or performance of an
exempt function. The individual palient, nof a
governmental unit, actually controls the ultimate
recipient of these payments. Therefore, Medi-
care and Medicaid receipts for services provi-
ded to each patient are included as gross re-
ceipts to the extent they arent more than the
greater of $5,000 or 1% of the organization's fo-
{al support for the tax year.

Membership fees distinguished from gross
receipts. The fact that a membership organi-
zgtion provides services, admissions, facilitiss,
or merchandise to its members as pari of its
overall activiies won'i, in iiself, result in the
classification of fees received from members as
gross receipts subject to the $5,000 or 1% limit
rather than membership fees. However, if an or-
ganization uses membership fees as a means
of selling admissions, merchandise, services, or
the use of facilities o members of the general
public who have no common goal or interest
{other than the desire {0 buy the admissions,
merchandise, services, or use of facilities), the
fees aren't membership fees but are gross re-
ceipis.

On the other hand, {o the exient the basic
purpose of the payment is o provide support for
the organization rather than {o buy admissions,
merchandise, services, or the use of facililies,
the payment is a membership fes.

Bureau defined. The term bureau or similar
agency of a governmental unil for determining
amounts subject to the $5,000 or 1% limit
means a specialized operating unit of the exec-
utive, judicial, or legislative branch of govern-
ment in which business is conducted under cer-
fain rules and regulations. Since the term
bursau refers to a unit functioning at the operat-
ing, as distinct from the policy-making, level of
government, it normally means a subdivision of
a depariment of government. The term wouldn't
usually include those levels of government that
are basically policy-making or administrative,
such as the office of the Secretary or Assistant
Secretary of a depariment, but would consist of
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the highest operational level under the pol-
icy-making or administrative levels.

Amounts received from a unit functioning at
the policy-making or administrative level of gov-
emment are treated as received from one bu-
reau or similar agency of the unit. Units of a
governmental agency above the operating level
are combined and considersed a separate bu-
reau for this purpose. Thus, an organization that
has gross receipts from both a policy-making or
administrative unit and an operational unit of a
department will be trealed as having gross re-
ceipts from two bureaus. For this purposs, the
Departments of Alr Force, Army, and Navy are
separate departmenis and each has iis own
policy-making, administralive, and operating
units.

Example 1. The Bureau for Africa and the
Bureau for Latin America are considered sepa-
rate bursaus. Each is an operating unif under
the Administrator of the Agency for International
Development, a policy-making official. If an or-
ganization had gross receipts from both of
these bureaus, the amount of gross receipis
from each would be subject to the grealer of
$5,000 or the 1% limit.

Example 2. A bureau is an operaiing unit
under the adminisirative office of the Executive
Director. The subdivisions of the bureau are
Geographic Areas and Project Development
Staff. If an organization had gross receipts from
these subdivisions, the total gross receipts from
these subdivisions would be considered gross
receipis from the same bureau and would be
subject to the greater of $5,000 or the 1% limit.

Grants from public charities. For purposes
of the one-third support test, grants received
from a section 509(a)(1) organization {public
charity) are generally includible in full in com-
puting the numerator of the support fraction for
that tax year.

However, if the amount received is consid-
ered an indirect confribution from one of the
public charity's donors, it will retain its character
as a contribution from the donor, and if, for ex-
ample, the donor is a substantial contributor o
the ulimate recipient, the amount is excluded
from the numerator of the support fraction. if a
public charity makes both an indirect contribu-
tion from its donor and an additional grant to the
ullimate recipient, the indirect contribution is
treated as made first.

An indirect confribution is one that is ex-
pressly or impliedly earmarked by the donor as
being for, or for the benefit of, a particular recip-
ient rather than for a particular purpose.

Method of accounting. An organization's sup-
port is determined under the same accounting
method that it uses in keeping its books and
that it otherwise uses {o report on ifs Form 980
or 990-EZ, if it is required to file Form 990 or
99C-E2Z. For example, if a grantor makes a grant
to an organization payable over a term of years,
the grant will be includible in the support frac-
tion of the grantee organization under the ac-
counting method it reguiarly uses in keeping its
books.

Gross receipis from a related activity.
When the charitable purpose of an organization
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described in section 801(c)(3) is accomplished
through furnishing facilities for a rental fee or
loans to a particular class of persons, such as
aged, sick, or needy persons, the support re-
ceived from those persons will be considered
gross receipts from a relaled exempt activity
rather than gross investment income or unrela-
ted business taxable income.

However, if the organization also fumishes
faciliies or loans o persons who aren't mem-
bers of a particular class and fumishing the fa-
cilities or funds doesn't contribute importanily o
accomplishing the organization's exempt purpo-
ses, the support received from furnishing the fa-
cilities or funds will be considered rents or inter-
est and will be ireated as gross investment
income or unrelated business taxable income.

Example. X, an organization described in
section 501(c){3), is organized and operated fo
provide living facilities for needy widows of de-
ceased servicemen. X charges the widows a
small rental fee for the use of the facililies.
Since X is accomplishing its exempt purpose
through the rental of the faciliies, the support
received from the widows is considered gross
receipis from a related exempt activity. How-
ever, if X rents part of its facililies to persons
having no relationship o X's exempi purposs,
the support received from these rentals will be
considered gross investment income or unrala-
ted business taxable income,

Section 509{a){3) Organizations

Section 808(a)(3}) excludes from the definition
of private foundation those organizations that
meet all of the three following requirements.

1. The organization must be organized and
operated exclusively for the benefit of, to
parform the functions of, or fo carry cut the
purposes of one or more specified organi-
zations as described in sections 508(a)(1}
or 508(a)2). These section 509(a)(1) and
509{a)(2) organizations are commonly
called publicly supporied organizations.

2. The organization has one of three fypes of
relationships with one or more organiza-
tions described in sections 509{a)(1) or
S0Sa)(2). it must be:

a. Operated, supervisad, or controlled
by one or more section 808(a)(1) or
509(a)(2) organizations (Type | sup-
porting organization),

b. Supervised or controlied in connec-
tion with one or more section 509(a)
{1} or 509(a)2) organizations (Type ll
supporting organization), or

c. Operated in connection with one or
more section 509(a)(1) or 508(a)(2)
organizations (Type i supporting or-
ganization).

3. The organization musin't be controlled di-
recily or indirectly by disqualified persons
(defined later) other than foundation man-
agers and other than cne or more organi-
zations described in section 508(a)(1) or
508(a)(2).

Section 508(a)(3) differs from the other pro-
visions of section 508 that describe a publicly
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supporied organization. Instead of describing
an organization that conducts a particular kind
of aclivity or that receives financial support from
the general public, section 509(a)(3) describes
organizations that have established certain rela-
tionships in support of section 508{(ay(1) or
509(a)(2) organizations. Thus, an organization
can qualify as other than a private foundation
even though i may be funded by a single do-
nor, family, or corporation (with certain excep-
gonors, tater). This kind of funding ordinarily
would indicate private foundation status, but a
section 509(a)(3) organization has limited pur-
poses and activities and gives up a significant
degree of independence.

More than one type of relationship may exist
between a supporting organization and a pub-
licly supported organization. Any relationship,
however, must ensure thal the supporting or-
ganization will be responsive o the needs or
demands of, and will be an integral part of or
maintain a significant involvement in, the opera-
tions of one or more publicly supported organi-
zations.

The Type | and Type H relationships rely on
majority conirol of the governing body of the
supporting organization by the publicly suppor-
ted organization. They have the same rules for
meeting the tesls under requirement (1) and are
aled in connection with relationship requires
that the supperting organization be responsive
to and have operational relationships with pub-
licly supported organizations. This third relation-
ship has different rules for meeting the require-
ment (1) lests and is discussed separately in

Supporied organizations. Supported organi-
zations are organizations described in section
509(a)(1) or 509(a)(2) for whose benefit the
supporting organization is organized and oper-
ated. A section 501{c}{(4}, (¢)}(5), or {C)(B) organ-
ization that would be described in section
508(a)(2) if it were a 501(c)(3) organization may
be freated as a 509(a){2) organization for pur-
poses of these rules, and therefore may be a
supported organization as well, subject fo cer-
tain restrictions. See Supporiing other than sec-
tion 501(c){3) organizations, later.

Organizations conirolied by donors. Gener-
ally, if 2 Type | or Type il supporting organiza-
tion supporis an organization that is controlled
by a donor, the supporting organization is trea-
ted as a privaie foundation (rather than as a
public charity). Type | and Type Hl organizations
may not accept any gifts or contributions from:

1. Any person {other than an organization
described in section 5308(a)(1), (2), or (4))
who conirols, directly or indirectly, either
alone or together with persons listed in (2}
or {3) below, the governing body of a sup-
ported organization;

2. Afamily member of a person described in
(1}, above; or

3. A 35-percent controlled entity.

Category one -~ Type | and Type i support-
ing organizations. This calegory includes
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organizations either operated, supervised, or
controlled by (Type 1} or supervised or control-
led in connection with (Type I} organizations
described in section 509(a)1) or 50%(a)(2)
{which can be either domestic or forsign).
These kinds of organizations have a govern-
ing body that either includes a majority of mem-
bers elected or appointed by one or more pub-
licly supported organizations (Type 1) or that
consists of the same persons that confrol or
manage the publicly supported organizations
{Type lI}). if an organization is to qualify under
this calegory, it also must meet an organiza-
tional test and an operational test, and musin't
be controlled by disqualified persons. These re-
guirements are covered laler in this discussion.

Type | - Operated, supervised, or con-
trofled by. The Type | relationship presuppo-
ses a substantial degree of direction over the
policies, programs, and activities of a support-
ing organization by its supported organizations.
The relationship required is comparable 1o that
of a parent and subsidiary, in which the subsid-
iary is under the direction of, and is accouniable
or rasponsible to, the parent organization. This
relationship is typically estiablished when the
supported organization{(s) may regularly appaint
or elect a majority of the directors or trustees of
the supporting organization.

Type i - Supervised or conirofied in
connection with. An organization that is su-
pervised or controlled in connection with one or
more section 509{ay(1) or 508{a)}(2) organiza-
tions is a Type I supporting organization. The
conirol or management of the supporting organ-
ization must be vesied in the same persons that
control or manage the publicly supported or-
ganization. In order for an organization to be su-
pervised or controlled in connection with a sup-
ported organization, common supervision or
conirol by the persons supervising or conirelling
both organizations must exist to ensure that the
supporiing organization will be responsive o
the needs and requiremenis of the supported
organization. This relationship is typically estab-
lished when a majority of the dirsctors or frust-
ees of the supporting organization also serve as
direciors or trustess of one or more supported
organizations.

Organizational and operational tests. Like
all supporting organizations, Type | and Hl sup-
porting organizations must be both organized
and operated exclusively for the purpoeses set
out in requirement (1) at the beginning of this
section. If an organization fails {o meset sither
the organizational or the operational test, it can't
aqualify as a supporting organization.

Crganizational test. An organization is or-
ganized exclusively for one or more of the pur-
poses specified in requirement (1) only if its arti-
cles of organization:

1. Limit the purposes of the organization fo
one or more of those purposes,

2. Don'texpressly empower the organization
o engage in activilies that aren't in further-
ance of those purposes,

3. Specily (as explained later under Speci-
fled organizations) the publicly supported

organizations on whose behalf the
organization is operated, and

4. Don't expressly empower the organization
to operate to support or benefit any organi-
zation other than the ones specified in
item (3).

In meeting the organizational test, the or-
ganization's purposes as stated in iis arlicles
can be as broad as, or more specific than, the

Croganizations. Therefore, an organization that
by the terms of its ariicles is formed for the ben-
efit of one or more specified publicly supported
organizations will, if it otherwise meets the other
requirements, be considersd io have met the
organizational fest.

For example, articles stating that an organi-
zation is formed fo perform the publishing func-
tions of a specified university are enough o
comply with the organizational test. A Type |l or
Type Il supporiing organization meets these re-
guirements if the purposes set forth in its arli-
cles are similar o but no broader than the pur-
poses set forth in the arlicles of s controlling
organizations. However, a Type | or Type il sup-
porting organization that supports a publicly
supported  section 501(c}{4), B01{cy8), or
501(c}{6) organization (see Supporting other
than section 501(c){3) organizations, later)
meets these requirements if its arlicles require it
to carry on charitable, etc., activities within the
meaning of section 170(c)(2).

Limits. An organization isn't organized ex-
clusively for the purposes specified in require-
ment (1) if its articles expressly permit it fo oper-
ate io support or io benefit any organization
other than the specified publicly supporied or-
ganizations. t won't meet the organizational test
sven though the aciual operations of the organi-
zation have been exclusively for the benefi of
the specified publicly supporied organizations.

Specified organizations. Al supporting
organizations must ensure that their supported
organizations are specified in thelr articles.
However, Type | and Type i supporiing organi-
zations have greater flexibility regarding how
their supporied organizations may be “speci-
fled”.

Type | and Type Il supporting organizations
may speciy their supported organizations:

1. By name,

2. By class or purpose designated in a man-
ner sufficient to identify the supporied or-
ganizalions, or

3. By demonstrating thai the supporting or-
ganization and its supported organiza-
tior{s) have a historic and continuing rela-
tionship, because of which a substantial
identity of interests has developed be-
tween or among the organizations.

The articles of a Type | or Type Il supporting or-
ganization may also:

1. Permit the substitution of one publicly sup-
ported organization within a designated
class for another publicly supported or-
ganizalion either in the same or a different
class designated in the arlicles,

M

Permit the supporting organization to op-
erate for the benefit of new or additional
publicly supported organizations of the
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same or a different class designated in the
articies, or

3. Permit the suppoerting organization to vary
the amount of its support among different
publicly supported organizations within the
class or classes of organizations designa-
ted by the articles.

See also the rules considered under the Crgan-
izational fest, in the later discussion for organi-
zations in Sateqory o - Tvpe H suproriog o

Operational lest — permissible benefi-
ciaries. A supporting organization must en-
gage sclely in activities that support or benefit
its specified supported organizations. These
activities may include making paymenis o or
for the use of, or providing services or facilities
for, individual members of the charitable class
benefited by s supported organization{(s).

For example, a supporting organization may
make a payment indirectly through another un-
related organization io a member of a charitable
class benefited by a specified publicly suppor-
ted organization, but only if the payment is a
grant to an individual rather than a grant © an
organization. Similarly, a supporting organiza-
tion may support or benefit a section 501{c){(3)
organization, other than a private foundation,
that is operaled, supervised, or conirolied di-
rectly by or in connection with its supported or-
ganization(s). However, a supporiing organiza-
fion's activities may not further its purpose other
than supporting or benefiting its supported or-
ganization{s).

Operational test — permissible activi-
ties. A supporiing organization may make pay-
mentis o its supporied organization{(s) or to per-
missible beneficiaries, or may cary on
independent activities or programs that support
or benefit its supported organization(s). All such
support, however, must be limiled {o permissi-
ble beneficiaries described earlier. The support-
ing organization also may engage in fundraising
activities, such as soliciiations, fundraising din-
ners, and unrelated trade or business, io raise
funds for its supported organization{(s) or for the
permissible beneficiaries.

Absence of control by disqualified persons.
The third reguirement an organization must
mest to qualify as a supporting organization re-
quires that the organization not be controlled di-
rectly or indirectly by one or more disqualified
persons {(other than foundation managers or
one or more publicly supported organizations).

Disqualified persons. For the purposes of
the rules discussed in this publicalion, the fol-
lowing persons are considered disqualified per-
SONs!

1. All subsiantial coniributors fo the founda-
tion.

2. All foundation managers of the foundation.
3. Anowner of more than 20% of:

a. The total combined voling power ofa
corporation that is (during such own-
ership} a substantial contributor to the
foundation,
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b. The profits inlerest of a partnership
that is {during such ownership) a sub-
stantial contributor 1o the foundation,
or

¢. The beneficial interest of a trust or un-
incorporated enterprise that is (during
such ownership) a substantial contrib-
ufor to the foundation.

4. A member of the family of any of the indi-
viduals just listed.

5. A corporation of which more than 35% of
the tolal combined voting power is owned
by persons just listed.

&. A partnership of which more than 35% of
the profits interest is owned by persons
deseribed in (13, (2), (3}, or (4).

7. Atrusi, or estate, of which more than 35%
of the henelicial interest is owned by per-
sansg describad in (13, (2), (3), or {4).

Femember, however, that foundation man-
agers and publicly supported organizations
aren't disqualified persons for purposes of this
control requirement.

if a person who is a disgualified person with
respect io a supporting organization, such as a
substantial contributor, is appeinied or designa-
ted as a foundation manager of the supporting
organization by a supported organization o
serve as its representatlive, that person is stilt a
disqualified person.

An organization is considered controlled for
this purpose if the disqualified persons, by com-
bining their voles or positions of authority, can
require the organization to perform any act that
significantly affects its operalions or can pre-
vent the organization from performing the act.
This includes, but isn't limited to, the right of any
substantial contributor or spouse to designate
annually the recipients from among the suppor-
{ed organizations of the income from his or her
of independent conirol, next, a supporting or-
ganization will be considered o be controlled
directly or indirectly by one or more disqualified
persens if the voting power of those persons is
50% or more of the total voting power of the or-
ganization's governing body, or if one or more
of those persons has the right to exercisse velo
power over the actions of the organization.

Thus, if the governing body of a foundation
is composed of five trustees, none of whom has
a veto power over the actions of the foundation,
and no more than two trustees are at any time
disqualified persons, the foundation isn't con-
sidered controlled directly or indirectly by one or
more disqualified persons by reason of this fact
alone. However, all pertinent facis and circum-
stances (including the nature, diversity, and in-
come yield of an organization's holdings, the
length of fime particular stocks, securities, or
other assets are retained, and iis manner of ex-
ercising its voiing rights with respect o stocks
in which members of its governing body also
have some interest) are considered in determin-
ing whether g disqualified person does in fact
indirectly control an organization.

Proof of independent control. An organi-
zation is permitted to esiablish to the satisfac-
tion of the IR3 that disqualified persons don't di-
rectly or indirectly confrol it. For exampile, in the
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case of a religious organization operated in
connection with a church, the fact that the ma-
jority of the organization's governing body is
composed of lay persons who are substantial
contributors to the organization won't disqualify
the organization under section 508{a)3) if a
representative of the church, such as a bishop
or other official, has control over the policies
and decisions of the organization.

Category two - Type ill supporting organi-
zations. This category includes organizations
operated in connection with one or more organi-
zations described in section 508(a)(1) or 509(a)
(2}.

Al supporting organizations must be re-
sponsive to the needs and demands of, and
must constitute an integral part of or maintain
significant involvement in, their supporied or-
ganizations. Type | and Type |l supporiing or-
ganizagtions are deemed io accomplish these
responsiveness and integral part requirements
by viriue of the control relationships discussed
earlier. However, a Type i supporiing organi-
zation isn't subject o the same level of control
by its supported organization(s). Therefore,
Type Wl supporting organizations must pass
sgparate responsiveness and integral part
fests, in addition to the organizational and op-
erational tests applicable to all supporting or-
ganizations. Type il supporting organizations
musin't be controlled by disqualified persons
{as described earlier), and may not receive con-
tributions from certain controlling donors (see
Coniributions from controliing donors, later). In
addition, a Type il supporting organization may
not support any organization not organized in
the United States.

Functional Integration. A Type Hl support-
ing organization may be “funclionally-integra-
fed” or "non-functionally integrated” depending
on the manner in which it meets the integral part
test {see Integral part test - funciionaliy-integra-
ted, and Integral part test - non-functionally inte-
grated, later). Type Il funclionally-integrated
supporting organizations are subject o fewer
restrictions and requirements than Type i
non-functionally integrated supporting organiza-
tions. In particular, distributions from private
foundations to Type il non-functionally integra-
ted supporling organizations aren't qualifying
distributions for purposes of satisfying a private
foundation's required annual distributions under
section 4942, and may be taxable expenditures
under section 4245,

Crganizational ilest The organizational
test for a Type [ supporiing organization is
generally the same as for a Type | or Type il
supporting organization (described earlier).
However, Type il supporting organizations are
more limited regarding how their supporied or-
ganizations must be “specified” in their articles.
A Type Hl suppeorting organization's arlicles
must specify its supported organization(s) by
name, or the organization must demonstrate
that the supporting organization and its suppor-
ted organization{s) have a hisioric and continu-
ing relationship, because of which a substantial
identity of interests has developed between or
among the organizations. "Class or purpose”
designations don't satisfy the organizational test
for Type Hll supporting organizations. However,
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a Type i supporting organization's articles
may:

1. Permit a publicly supported organization
that is designated by class or purpose
rather than by name to be substituted for
the publicly supported organization or or-
ganizations designated by name in the ar-
ticles, but only if the substitution is condi-
tioned upon the occurrence of an event
that is beyond the conirol of the supporiing
organization, such as loss of exemption,
substantial failure or abandonment of op-
eralions, or dissolution of the crganization
or organizations designated in the arlicles,

o

Permit the supporting organization to op-
erate for the benefit of an organization that
isn't a publicly supported organization, but
only if the supporting organization is cur-
rently operating for the benefit of a publicly
supported organization and the possibility
of its operating for the benefit of other than
a publicly supported organization is re-
mote, or

3. Permit the supporting organization to vary
the amount of its support belween differ-
ent designated organizations, as long as it
meets the requirements of the integral-part
test (discussed later) with respectio at
least one beneficiary organization.

if the remote possibility referred to in (2)
comes {o pass and the supporting organization
thereafter operates for the benefit of an organi-
zation that isn't a publicly supperted organiza-
fion, it will no longer qualify under section
509{a)(3}).

Operational test. The operational rules de-
scribed earlier for Type | and Type H supporting
organizations apply as well io Type Hl support-
ing organizations (see Operafional fest - per-
missible beneficiaries, and Operational test -
permissible activities, earlier). In addition, a
Type H supporting organization must operate in
a manner consistent with the requirements of
the responsiveness test and the integral part
test, discussad later,

Responsiveness test. A Type [l supporting
organization must be responsive to the neesds
or demands of its supporied organization{(s}. To
meet this test, the supported organizations
must (1) elect one or more officers, directors, or
trusiees; (2) have one or more officers, direc-
tors, or frustees of the supported organiza-
tion(s) serving simultaneously as officers, direc-
tors, or trustees of the supporting organization;
or (3} maintain a close and continuous working
relationship with the officers, directors, or frust-
ees of the supporting organization. In addition,
as a result of this representation or close work-
ing relationship, the supported organization(s)
must have a significant voice in the investment
policies of the supporting organization, the tim-
ing of grants and the manner of making them,
the selection of recipients, and generally the
use of the income or assels of the supporting
organization.

Notification requirement. In each lax
year, the Type I suppoding organization
musin'tify sach supported organization of its
support and provide a copy of the supporting
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organization's most recently filed Form 830 or
980-EZ and copies of any amendments to is
articles, bylaws, or other governing documenis.

integrai part test - functionally integra-
fed. A Type Il supporting organization may
satisfy the integral part test as funciionally-inte-
grated in one of three ways:

1. Engaging in activities substantially all of
which directly further the exempt purposes
of its supported organization(s) and which,
but for the supporling organization's in-
volvement, the supporied organization
would normally engage in;

2. Being the parent of, appointing a majority
of the direciors or frusiees of, and exercis-
ing a substantial degree of direction over
the policies, programs, and activities of its
supported organizations; or

3. Supporting a governmental entity.

Direct furtherance activities. For purpo-
ses of the test in item (1), activilies “directly fur-
ther" a supported crganization's exempt purpo-
ses only i conducted by the supporiing
organization #self. Direct furtherance activities
include holding litle io and managing ex-
empt-use asseis, bul not fundraising or invest-
ing and managing non-exempi-use assets.
Grantmaking may qualify as direct {urtherance
activities if the requirements of Regulations sec-
tion 1.509(a)-4 ({4 D) are met.

integral part test - non-functionally inle-
grated. A Type Hl supporting organization that
doesn't satisfy the integral part test as function-
ally-integrated will still qualify as a Type Hi
non-funclionally integrated supporting organiza-
tions if it satisfies a distribution requirement and
an attentiveness requiremaent. Alternatively, cer-
tain trusts established before November 20,
1870 may gualify if they meet the requirements
of Regulations section 1.508(a)-4{)}5)()}(9).

Distribution Requirement. A Type 1l
non-functionally integrated supporting organiza-
tion must distribule a certain amount annually to
or for the benefit of its supported organiza-
tion(s). That amount is equal to the greater of
85% of the organization's adjusied net income
and 3.5 percent of the fair market value of the
organization's non-exempt-use assels (with
certain adjustments). See Regquiations section
1.508(a)-4(1)(5) and (8} for more information re-
garding the distribution requirement and valua-
fion of non-exempt-use assets. See Reguls-
tions  section  1.508(a)-4()(6) for more
information regarding what distributions or ex-
pendifures count towards the distribution re-
quirgment.

Attentiveness Requirement. Each year, a
Type Hl non-functionally inlegrated supporting
organization must distribule one-third or more
of the amounti that it must distribule that vear to
one or more supported organizations that are
atientive 1o the operations of the supperting or-
ganization and to which the supporting organi-
zation is responsive. A supported organization
is “attentive” for these purposes if the amount
received by the supporiad organization from the
supporting organization:

1. Equals atleast 10 percent of the suppor-
ted organization's total suppori for the year
in question;

o

was necessary to avoid inferruption of a
particular function or activily of the suppor-
ted organization; or

3. was, based on all facis and circumstances
{including evidence of aciual atlentive-
ness), a sufficient part of the supporied or-
ganization's fotal support to ensure aiten-
tiveness.

Supporting other than section 501{c)(3} or-
ganizations. An organization operated in con-
junction with a social welfare organization, labor
or agricultural organization, business league,
chamber of commerce, or other organization
described in section 501(c){(4), 501(ci5), or
501{c}8) may qualify as a supporting organiza-
tion under section 509(a}{(3) and therefore not
be classified as a private foundation if both the
following conditions are met.

1. The supporting organization must meet all
the requirements previously specified (the
organizational tests, the operational test,
and one of the relationship tests and not
be controlled by disqualified persons).

The section 501(c){(4}, B01{c)(8}, or 501(c}
(8) organization would be described in
section 508{(a)(2) if it was a charitable or-
ganization described in section 501(c)(3).
This provision allows separate charitable
funds of certain nonchariiable organiza-
tions to be described in section 508{a)(3)
if the noncharitable organizations receive
their support and otherwise operate in the
manner specified by section 509(a)(2).

o

Special rules of aitribution. To determine
whether an  organization meels the
not-rmore-than-one-third support test in ssction
S08(a)(2), amounts received by the organiza-
tion from an organization that seeks to be a sec-
tion 509(a}(3) organization because of its sup-
port of the organization are desmed gross
investment income (rather than gifis or contribu-
fions} to the extent they are gross investment in-
come of the disiributing organization. (This rule
also applies to amounts received from a chari-
table tfrust, corporation, fund, association, or
similar organization that is required by its gov-
erming instrument or otherwise fo distribute, or
that normally does distribute, at least 25% of its
adjusted net income o the organization, and
whose disiribution normally comprises at least
5% of its adjusted net income.) All income that
is gross investment income of the distributing
organization will be considered distributed first
by that organization. If the supporiing organiza-
tion makes distributions fo more than one or-
ganization, the amount of gross invesiment in-
come considered distributed will be prorated
among the distributees.

Also, reat amounts paid by an organization
to provide goods, services, or facilities for the
direct benefit of an organization seeking section
509(a)(2) status (rather than for the direct bene-
fit of the general public) in the same manner as
amounts recsived by the latler organization.
These amounts will be trealed as gross invest-
ment income to the exient they are gross in-
vesiment income of the organization spending
the amounis. An organization seeking section
50%9(a)(2) status must file a separate statement
with its annual information return, Form 990 or
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920-EZ, listing all amounts received from sup-
porting organizations.

Relationships created for gvoidance purpo-
ses. I a relationship between an organization
seeking section 509(a)(3) status and an organi-
zation seeking section 509(a){(2) staius is esiab-
lished or used lo avoid classification as a pri-
vale foundation with respect to sither
organization, then the character and amount of
support received by the section 509(a}(3) or-
ganization will be atiributed fo the section
50%9(a)(2) organization for purposes of deler-
mining whether the lalter meets the support
tests under section 508(a)(2). If this type of rela-
tionship is established or used between an or-
ganization sesking 508{(a)(3) status and two or
more organizations seeking 509(ay(2) status,
the amount and characler of support received
by the former organization will be prorated
among the latter organizations.

in determining whether a relationship exisis
between an organization seeking 508(a)(3) sta-
{us (supporting organization} and one or more
organizations seeking 509(a)(2) status (benefi-
ciary organizations) for the purpose of avoiding
private foundation status, all pertinent facts and
circumstances will be iaken info account. The
following facts may be used as evidence that
such a relationship wasn't esiablished or
availed of to avoid classification as a privale
foundation.

1. The supporting organization is operated to
support or benefit several specified benefi-
ciary organizations.

2. The beneficiary organization has a sub-
stantial number of dues-paving members
who have an effective voice in the man-
agement of both the supporting and the
beneficiary organizations.

3. The beneficiary organization is composed
of several membership organizations,
sach of which has a substantial number of
members, and the membership organiza-
tiens have an effective voice in the man-
agement of the supporting and beneficiary
organizations.

4. The beneficiary organization receives a
substantial amount of support from the
general public, public charities, or govern-
mental grants.

8. The supporling organization uses its funds
to carry on a meaningful program of activi-
ties to support or benefit the beneficiary
organization and, if the supporting organi-
zation were a private foundation, this use
would be sufficient to avoid the imposition
of the tax on failure to distribute income.

&. The operations of the beneficiary and sup-
porting organizations are managed by dif-
ferent persons, and each organization per-
forms a different function.

7. The supporting organization isn't able {o
exercise substantial conirol or influence
over the beneficiary organization because
the beneficiary organization receives sup-
port or holds assets that are disproportion-
ately large in comparison with the support
received or assets held by the supporting
organization.

Section 501{c)}{3) Cryganizations Page 43

ED_002434_00004582-00043



Effect on 50%{a)}{3) organizations. If a bene-
ficiary organization fails o meet either of the
support tesis of section 509(a)(2) due fo these
provisions, and the beneficiary organization is
one for whose support the organization seeking
section 508(a}(3) status is operated, then the
supporting organization won't be considered fo
be operated exclusively to support or benefit
one or more section 509(a)(1) or 509(a)(2) or-
ganizations and therefore wouldn't qualify for
section S08(a)(3) status.

Request change in public charily classifica-
tion. A section 501(c)(3) tax-exempt organiza-
fion seeking {o change its public charity classifi-
cation from a section 508(a}3) supporiing
organization o a section 509(a)(1) or 508(a}(2)
organization must file Form 8940, Request for
Miscellaneous Determination. See the Instruc-
tions to Form 8840 for more information regard-
ing supperting material and applicable user
fees.

For more information about applying for sec-
tion 501(cy(3) stalus see Lifs Cyole of g Frivate

Classification under section 50%{a). if an or-
ganization is described in section 509(a)(1),
and is also described in sither Section 509(a)(2)

or Soclion S08(ax3), it will be treated as a sec-

tiaﬁméﬁ-é-(f“a?)"(ﬁ“)"'B};jahizatiOH. The organization
should file Form 8940, Request for Miscellane-
ous Determination, I it wishes 1o receive a letter

shiowing a change in classification.

Reliance by graniors and coniribuiors.
Onoe an organization has recsived a ruling or
determination letter classifying it as an organi-
zation described in Section 50981}, Section
508{a)(2}, or Section 509(a¥ 3, the treatment of
granis and coniributions and the slatus of gran-
tors and contributors to the organization will
generally not be affected by reason of g later
revocation by the RS of the organization's clas-
sification until the date on which nolice of
change of status is made fo the public (gener-
ally by publication in the Internal Revenue Bul-
letiny or another applicable dale, if any, speci-
fied in the public notice. In appropriate cases,
however, the trealment of grants and contribu-
tfions and the status of grantors and contributors

(11 Section S0%aiE), or Section B09(a)3) may
be affected pending verification of the contin-
ued classification of the organization. Notice to
this effect will be made in a public announce-
ment by the IRS. In these cases, the effect of
grants and contributions made afer the date of
the announcement will depend on the statutory
qualification of the organization as an organiza-
tion described in Seclion 5089(a)1), Sedclion
509(a3(28), or Seglion B0%aNE).

The preceding paragraph shall not ap-
A ply if the grantor or coniribiitor:
CAUTION

1. Had knowledge of the revocation of the
ruling or determination lefter classifying
the organizalion as an organization descri-
bed in section 508(aj{1), 508(a)(2}, or
509(a)(3), or

Was in part responsible for, or was aware
of, the act, the failure fo act, or the

ha
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substantial and material change on the
part of the organization that gave rise fo
the revocation.

Interim guidance for supporting organiza-
tions and grantors. Nolice 2014-4 provides
further interim guidance for section 509(a)(3)
supporting organizations and their graniors
about the application of cerfain requirements
enacied as part of the Pension Protection Act of
2006. The nolice provides transitional rules for
Type Wl supporiing organizations that want o
aqualify as “functionally integraled” because they
support governmental entities. The notice alse
provides additional interim guidance for private
foundations and sponsoring organizations that
maintain donor-advised funds on the proce-
dures to be foliowed in determining whether a
potential grantes is a Type |, Type i or function-
ally integrated Type i supporling organization.
See Nofice 207144, 2014-2 LR.B. 274 (exten-
ded as described in the preambile {o the 2015 §i-
nal regulations regarding the distribution re-
guirement for non-functionally integrated Type
il supporting organizations (T.D. 9748)).

Section 509(a}{4) Organizations

Section 508(a}{(4) excludes from classification
as private foundations those organizations that
qualify under section 501(c}{3) as organized
and operated for the purpose of testing prod-
ucts for public safety. Generally, these organi-
zations test consumer products to delermine
their acceptability for use by the general public.

Loss of Qualification as Public
Charity

If your public charity no longer qualifies as a
public charity under section 509(a){(1) ~ (4}, it
hecomes a private foundation. You must file
Form 990-PF, Return of Privale Foundafion or
Section 4947(a){1) Trust Treated as a Private
Foundation.

Private Operating
Foundations

Some private foundations qualify as privale op-
erating foundations. These are types of private
foundations that, although lacking general pub-
lic support, make qualifving distributions directly
for the active conduct of their educational, char-
itable, and religious purposes, as distinct from
merely making grants to other organizations for
these purposes.

Most of the restrictions and requirements
that apply 1o privale foundations also apply o
private operating foundations. However, there
are advantages o being classified as a privale
operating foundation. For example, a privale
operating foundation (as compared {o a private
foundation} can be the recipient of grants from a
private foundation without having to distribute
the funds received currently within 1 year, and
the funds nevertheless may be treated as quali-
fying distributions by the donating private foun-
dation; charitable contributions to a private op-
erating foundation qualify for a higher charitable
deduction fimit on the donor's tax return; and

Section 501{c){3} Organizations

the excise {ax on net investment income doesn'
apply to an exempt operaling foundation (a pri-
vate operating foundation that meets certain ad-

A private operating foundation is any private
foundation that meets the assets lest, the sup-
port test, or the endowment test, and makes
qualifying distributions directly, for the active
conduct of its aclivities for which it was organ-
ized, of substantially all (85% or more) of the
lesser of its:

1. Adjusied netincome, or

2. Minimum investment return.

Assels fesl A private foundation will meet
the assels test i substantially more than half
{65% or more) of its assets are:

1. Devoted directly to the active conduct of
its exempt activity, 1o a functionally relaled
business, or to a combination of the two,

2. Siock of a corporation that is controlied by
the foundation (by ownership of al least
80% of the total voling power of all classes
of stock entitled o vote and at least 80%
of the total shares of all other classes of
stock) and substantially all (at least 85%)
the assets of which are devoted as provi-
ded above, or

3. Any combination of (1) and (2).

This test is inlended 1o apply o organizations
such as museums and libraries.

Support fest. A private foundation will
mest the support testif:

1. Substantially all (al least 85%}) of its sup-
port (other than gross invesiment income)
is normally received from the general pub-
lic and five or more unrelated exempt or-
ganizations,

2. Noitmore than 25% of its support (other
than gross investment income) is normally
received from any one exemnpt organiza-
tion, and

3. Notmore than 50% of its support is nor-
mally received from gross investment in-
come.

This test is intended o apply to special-purpose
foundations, such as learned societies and as-
sociations of libraries.

Endowment test, A foundation will meet
the endowment test if it normally makes qualify-
ing distributions directly for the active conduct
of its exempt function of at least two-thirds of its
mindmum investment return.

The minimum investment return for any pri-
vate foundation for any tax vear is 5% of the ex-
cess of the total fair market value of all assets of
the foundation {(cther than those used directly in
the active conduct of its exempt purpose) over
the amount of indebtedness incurred 1o acquire
those assets.

In determining whether the amount of quali-
fying distributions is at least two-thirds of the or-
ganization's minimum investment return, the or-
ganization ian't required to frace the source of
the expenditures fo delermine whether they
were derived from invesiment income or from
contributions.
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This test is intended to apply to organiza-
tions such as research organizations that ac-
tively conduct charitable activilies bul whose
persenal services are so great in relationship o
charitable assets that the cost of those services
car't be met out of small endowments.

Exempt operating foundations. The ex-
cise tax on net invesiment income doesn't apply
to an exempt operaling foundation. An exempt
operating foundation for the tax vear is any pri-
vate foundation that:

1. s an operaling foundation, as described
previously,

2. Has been publicly supporied for at least
10 tax years or was an operating founda-
tion on January 1, 1983, or for iis last tax
vear ending before January 1, 1983,

3. Has a govemning body that, al all times
during the tax year, is broadly representa-
tive of the general public and consists of
individuals no more than 25% of whom are
disqualified individuals, and

4. Doesn't have any officer, af any time dur-
ing the tax vear, who is a disqualified indi-
vidual.

The foundation must obiain a determination let-
er from the IRS recognizing this special status
{see Existing organization, later).

Mew organization. I vou are applving for rec-
ognition of exemption as an organization descri-
bed in section 501{c){3) and you wish to sstab-
lish that your organization is a private operaling
foundation, you should complete Part X of vour
exemption application (Form 1023},

Existing organization. If you are an exist-
ing organization seeking reclassification as a
private operating foundation or as an sxempt
operating foundation, you must file Form 8940,
Request for Miscelfaneous Determination.

Lobbying Expenditures

In general, if 3 substantial part of the activities
of your organization consisis of carrying on
propaganda or otherwise altempting o influ-
ence legisiation, your organization's exermnption
from federal income fax will be denied. How-
ever, a public charity {other than a church, an
integrated auxiliary of a church or of a conven-
tion or association of churches, or a member of
an affiliated group of organizations that includes
a church, eic.) may avoid this resull Such a
charity can slect to replace the substantial part
of activities test with a limit defined in terms of
sxpenditures for influencing legisiation. Privale
foundations can't make this election.

Making the election. Use Form 5768, Elec-
fion/Revocation of Election By an Eligible Sec-
tion 501{c)(3) Organization To Make Expendi-
wres To Influence Legisiation, fo make the
glection. The form must be signed and post-
marked within the first tax year fo which it ap-
phies. If the form is used fo revoke the slection,
it must be signed and postmarked before the
first day of the tax vear to which it applies.
Eligible section 501{c)(3) organizations that
have made the election to be subject to the

limits on lobbying expenditures must use Parl
ii-A of Schedule C (Form 880 or 98C-E2) {o fig-
ure these limits,

Attemnpting to  influence legislation. Al
tempting to influence legislation, for this pur-
pose, means:

1. Any attempt to influence any legislation
through an effort o affect the opinions of
the general public or any segment thereof
{grass roots lobbying), and

2. Any gtiemnpt o influence any legisiation
through communication with any member
or emplovee of a legislative bedy or with
any government official or employse who
may participate in the formulation of legis-
lation (direct lobbying).

However, the term attempting to influence legis-
lation dossn't include the following activities.

1. Making available the results of nonparti-
san analysis, study, or research.

2. Examining and discussing broad social,
soonomic, and similar problems.

3. Providing technical advice or assisiance
{where the advice would otherwise consti-
tute the influencing of legisiation) to a gov-
ernmental body or to a committes or other
subdivision thereof in response to a writ-
ten request by that body or subdivision.

4. Appearing before, or communicating with,
any legislative body about a possible deci-
sion of that body that might affect the exis-
tence of the organization, its powers and
duties, its tax-exempt staius, or the deduc-
tion of contributions 1o the organization.

5. Communicating with a government official
or employee, other than:

a. A communication with a member or
employee of a legislative body (when
the communication would otherwise
constitule the influencing of legisla-
tion), or

b. A communication with the principal
purpose of influencing legislation.

Also excluded are communications between an
organization and its bona fide members about
legislation or proposed legisiation of direct inter-
est to the organization and the members, un-
less these communications directly encourage
the members to attempt to influence legisiation
or directly encourage the members o urge non-
members o altempt o influence legisiation, as
explained earlier.

Lobbying expenditures Hmits. If a public
charitable organization makes the slection to be
subject to the lobbying expenditures limits rules
{instead of the substantial part of activities test),
it won't lose s tax-exempt status under section
501{c}3}, uniess it normally makes:

& | obbying expenditures that are more than
150% of the lobbying nontaxable amount
for the organization for each tax year, or

& Grass rools expendilures that are more
than 150% of the grass roots nontaxable
amount for the organization for each tax
year.
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See Tax on excess expendilures fo infiuence
fegigiation, tater, in this section.

Lobbying expenditures. These are any
expenditures that are made for the purpose of
atternpting to influence legislation, as discussed
sarlier under Alfempling o influgncs legisiation.

Grass roots expenditures. This lerm re-
fers only to those lobbying expenditures that
are made to influence legislation by attempting
to affect the opinions of the general public or
any segment thereof,

Lobbying nontaxable amount. The lob-
bying nontexable amount for any organization
for any iax year is the lesser of $1,000,000 or:

1. 20% of the exempt purpose expenditures
if the exempt purpose expendiiures aren't
over $500,000,

2. $100,000 plus 15% of the excess of the
sxempt purpose expenditures over
$500,000 if the exempt purpose expendi-
tures are over $500,000 but not over
$1,000,000,

3. $175,000 plus 10% of the excess of the
exempt purpose expenditures over
$1,00C,000 if the exempt purpose expen-
ditures are over $1,000,000 but not over
$1,500,000, or

4. $225,000 plus 5% of the excess of the ex-
empt purpose expendiiures over
$1,500,000 if the exempt purpose expen-
ditures are over $1,500,000.

The term exempt purpose expenditures
means the tolal of the amounts paid or incurred
{including depreciation and amortization, but
not capital expenditures) by an organization for
the tax year to accomplish its exempt purposes.
in addition, il inciudes:

1. Administrative expenses paid or incurred
for the organization's exempt purposes,
and

2. Amounts paid or incurred for the purpose
of influencing legislation, whether or not
the legisiation promotes the organization's
exempt purposes.

Exempt purpose expendilures don't include
amounis paid or incurred 1o or for:

1. A separate fundraising unit of the organi-
zation, or

2. One or more other organizations, if the
amounts are paid or incurred primarily for
fundraising.

Grass rools nontaxable amount The
grass roots noniaxable amount for any organi-
zation for any tax vear is 25% of the lobbying
nontaxable amount for the organization for that
tax year.

Years for which election is effective. Once
an organization elects o come under these pro-
visions, the election will be in effect for all tax
years that end after the date of the election and
begin before the organization revokes this slec-
tion.

Mote. These elective provisions for lobby-
ing activities by public charities don't apply to a
church, an integrated auxiliary of a church or of

Section 501{c)}{3) Cryganizations Page 45

ED_002434_00004582-00045



a convention or association of churches, or a
member of an affiliated group of organizations
that includes a church, elc., or a private founda-
tion. Moreover, these provisions won't apply o
any crganization for which an slection isn'tin ef-
fect.

Expenditures of affiliated organizations. if
two or more section 501(c)(3) organizations are
members of an affiliated group of organizations
and ai least one of these organizations has
made the election regarding the freatment of
certain lobbying expenditures, then the determi-
nation as to whether excess lobbying expendi-
iures has been made and the determination as
to whether the expenditure limits, described
earlier, has been exceeded by more than 150%
will be made as though the affiliated group is
one organization.

If the group has excess lobbying expendi-
tures, gach organization for which the election
is effective for the year will be treated as an or-
ganization that has excess iobbying expendi-
fwres in an amount that equals the organiza-
tion's proporiionaie share of the group's excess
lobbying expenditures. Further, if the expendi-
ture limits described in this section are excee-
ded by more than 150%, each organization for
which the election is effective for that year will
lose its lax-exempt status under section 501{c)
(3.

Two organizations will be considered mem-
bers of an affiliated group of organizations if:

1. The governing instrument of one of the or-
ganizations requires it {o be bound by de-
cisions of the other organization on legis-
lative issues, or

2. The governing board of one of the organi-
zations includes persons who!

a. Are specifically designated represen-
tatives of the other organization or are
members of the governing board, offi-
cers, or paid execulive staff members
of the other organization, and

b. Have enough voling power o cause
or prevent action on legislative issues
by the controlied organization by com-
bining their voles.

Tax on excess expenditures io influence
legisiation. I an slection for g tax year is in ef-
fect for an organization and that organization
exceeds the lobbying expendilures limits, an
excise tax of 25% of the excess lobbying ex-
penditures for the tax year will be imposed. Ex-
cess lobbying expenditures for a {ax year, in
this case, means the greater of:

1. The amount by which the lobbying expen-
ditures made by the organization during
the tax vear are more than the lobbying
nontaxable amount for the organization for
that tax year, or

2. The amount by which the grass roots ex-
pendifures made by the organizatlion dur-
ing the tax year are more than the grass
roots nontaxable amount for the organiza-
tion for that tex year.

Eligible organizations that have made the slec-
tion to be subject to the limits on lobbying ex-
penditures and that owe the {ax on excess lob-
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bving expenditures {as computed in Part I-A of
Schedule C (Form 980)) must file Form 4720 to
report and pay the tax.

Organization that no longer gualifies. An
organization that no longer qualifies for exemp-
fion under section 501(c)(3) because of sub-
stantial lobbying activities won't at any time
thereafter be treated as an organization descri-
bed in section 501{c}{4). This provision, how-
ever, doesn't apply to cerfain organizations
{churches, etc.) that can't make the election dis-
cussed earlier,

Tax on disqualifving lobbying expendi-
tures. The law imposes a fax on ceriain organi-
zations if they no longer qualify under section
501{c}{3) by reason of having made disqualify-
ing lobbying expenditures. An additional tax
may be imposed on the managers of those or-
ganizations.

Tax on organization. Organizations that
lose their exemption under section 501(c)(3)
due to lobbying activilies generally will be sub-
ject to an excise tax of 5% of the lobbying ex-
penditures. The fax doesn't apply to private
foundations. Also, the tax doesn't apply o or-
ganizations that have elected the lobbyving limits
of section 501(h} or to churches or church-rela-
ted organizations that cant elect these limits.
This tax must be paid by the organization.

Tax on managers. Managers may also be
liable for a 5% tax on the lobbying expendiiures
that result in the disqualification of the organiza-
tion. For the tax to apply, a manager would
have {o agree to the expenditures knowing that
the expenditures were likely to result in the or-
ganization's not being described in section
501{cH3). No tax will be imposed if the manag-
er's agreement isn't willful and is due 1o reason-
able cause.

Excise taxes on political expenditures. The
law imposes an excise tax on the political ex-
penditures of section 501(c)(3) organizations. A
two-tler tax is imposed on both the organiza-
tions and the managers of those organizations.

Taxes on organizations. An initial fax of
10% of certain political expenditures is imposed
on a chariiable organization. A second tax of
100% of the expenditure is imposed if the polili-
cal expendiiure that resulted in the imposition of
the initial (first-tier} tax isn't corrected within a
specified period. These faxes must be paid by
the organization.

Taxes on managers. An initial tax of 2%%
of the amount of ceriain political expendiiures
(up to $5,000 for each expenditure) is imposed
on a manager of an organization who agrees to
such expenditures knowing that they are politi-
cal expenditures. No tax will be imposed if the
manager's agreement wasn't willful and was
due io reasonable cause. A second fax of 50%
of the expenditures (up t© $10,000 for sach ex-
penditure} is imposad on a manager i he or she
refuses o agree 1o a comrection of the expendi-
tures that resulted in the imposition of the initial
{first-fier) tax. For purposes of these taxes, an
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organization manager is generally an officer, di-
rector, frustee, or any emplovee having author-
ity or responsibility concerning the organiza-
fior's political expenditures. These taxes must
be paid by the manager of the organization.

Political expendifures. Generally, political
expendiiures thal will trigger these laxes are
amounis paid or incurred by a section 501{c}(3)
organization in any participation or intervention
in any political campaign for or against any can-
didate for public office. Political expendiiures in-
clude publication or distribution of statemenis
for these purposes. Political expenditures also
inciude certain expenditures by organizations
that are formed primarily to promote the candi-
dacy {(or prospective candidacy) of an individual
for public office and by organizations that are
sffectively conirolled by a candidate and are
used primarily to promote that candidate.

Correction of expenditure., A correction of
a political expendiiure is the recovery, if possi-
ble, of all or part of the expenditure and the es-
tablishment of safeguards to prevent future po-
litical expenditures.

Status gfter loss of exemption for lobbying
or political activities. As explained earlier, an
organization can lose is tax-exempt status un-
der section 501(c)(3) because of lobbying activ-
ities or participation or intervention in a political
carnpaign on behalf of or in opposition to a can-
didate for public office. If this happens o an or-
ganization, it can'l later qualify for exemption
under section 501(c)(4).

Introduction

This chapter containsg specific information for
certain  organizations described in section
501{c), other than those organizations that are
described in section 501(c)(3). Section 501(c)
{3) organizations are covered in chapler 3 of
this publication.

The Table of Contents at the beginning of
this publication, as well as the Organization

glance the type of organization discussed in this
chapter.

ED_002434_00004582-00046



501(c)(4) - Civic Leagues
and Social Welfare
Organizations

if your organization isn' organized for profit and
will be operated primarily to promote social wel-
fare o benefit the communily, you must use
Form 8878 io provide notice to the Internal Rev-
enue Service within 80 days of your establish-
ment. Providing notice on Form 8878 is not a
determination that the IRS recognizes your or-
ganization as exempt under section 501(c}(4).
You may file Form 1024-A 1o apply for recogni-
tion of exemption from federal income tax under
section 501(c){4). The discussion that {ollows
describes the information you must provide
when applying. For application procedures, see
chapter 1.

To qualify for exemplion under section
501{cH4), no part of the organization's net earm-
ings can inure to the benefit of any privale
shareholder or individual. If the organization
provides an excess benefit o certain persons,

tax
pn excess benefit ansactions, under £xcegss
Benelt Transactions in chapter 5 for more infor-
mation about this tax.

Examples. Types of organizations that are
considered o be social welfare organizations
are civic associations and volunteer fire compa-
nies.

Nonprofit operation. You must submit evi-
dence thal your organization is organized and
will be operated on a nonprofit basis. However,
such evidence, including the fact thal your or-
ganization is organized under a staie law relat-
ing to nonprofit corporations, won't in itself es-
{ablish a social welfare purpose.

Social welfare. To establish that your organi-
zation is operated primarily to promots social
welfare, you should submit evidence with your
application showing that your organization will
operate primarily to further (in some way) the
common good and general welfare of the peo-
ple of the community (such as by bringing about
civic betterment and social improvements).

An organization that resiricts the use of its
faciliies o employees of selected corporations
and their guests is primarily benefiling a privale
group rather than the community. B therefore
deesn't qualify as a section 501{c){4) organiza-
tion. Similarly, an organization formed to repre-
sent member-tenanis of an apartment complex
doesn't qualify, since its activities benefif the
member-tenants and not all tenanis in the com-
munity. However, an organization formed to
promote the legal righis of all tenants in a partic-
ular community may qualify under section
501{c}{4) as a social welfare organization.

Political  activity. Promoting social welfare
doesn't include direct or indirect participation or
intervention in political campaigns on behalf of
or in opposition o any candidate for public of-
fice. However, if you submit proof that your or-
ganization is organized primarily to promote so-
cial welfare, it can obtain exemption even if it
participates legally in some political activity on

behalf of or in opposition o candidates for pub-
lic office. See the discussion in chapler 2 under
Folitical Craanization income Tax Faturn.

Social or recreational activity. If social activi-
ties will be the primary purpose of your organi-
zation, vou shouldn't file an application for ex-
emption as a social welfare organization but
you may quality for exemption as a social club
described in section 501{c)7).

Retirement benefit program. An organization
established by its members that has as its pri-
mary activity providing supplemental retirement
benefits o its members or death benefits to
their beneficiaries doesn't qualify as an exempt
social welfare organization. It may qualify under
another paragraph of section 501{(c) depending
on all the facts.

However, a nonprofit association that is es5-
tablished, maintained, and funded by a local
government to provide the only retirement ben-
efits to a class of employees may qualify as a
social welfare organization under section 501(c)
(4}.

Tax treatment of donations. Donations o
volunteer fire companies are deduciible on the
donor's federal income tax return, but only if
made for exclusively public purposes. However,
contributions fo civic leagues or other section
501{c}4) organizations generally aren'i deduc-
tible as charitable contributions for federal in-
come tax purposes. They may be deductible as
trade or business expenses, [ ordinary and
necessary in the conduct of the taxpayer's busi-
ness, However, see Deduction not affowed for
dues used for polifical or legisiative activitiss,
under S01eia) - Husiness Lesguss, gfn. for
more information.

For more information on social welfare or-

Crganization at IRS.gov.

Specific Organizations

The following information should be contained
in the application form and accompanying
statements of certain types of civic leagues or
social welfare organizations.

Yolunieer fire companies. If your organiza-
tion wishes to obtain exemption as a volunieer
fire company or similar organization, you should
submit evidence thal iis members are actively
engaged in fire fighling and similar disaster as-
sistance, whether it actually owns the fire fight-
ing equipment, and whether if provides any as-
sistance for ils members, such as death and
medical benefits in case of injury to them.

if your organization doesn't have an inde-
pendent social purpose, such as providing rec-
reational facilities for members, i may be ex-
empt under section S501{c}{3). In this event
your organization should file Form 1023.

Homeowners' associations. A membership
organization formed by a real eslale developer
to own and maintain common green areas,
sireets, and sidewalks and to enforce cove-
nants to preserve the appearance of the devel-
opment should show that it is operated for the
benefit of all the residents of the community.

Chapter 4
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The term communily generally refers to a geo-
graphical unit recognizable as a governmental
subdivision, unit, or district thereof, Whether a
particular association meets the requiremnent of
benefiing a community depends on the facts
and circumstances of each case. Even if an
area represented by an association isn't a com-
munity, the association can still qualify for ex-
emption if iis activities benefit a community.

The association should submit evidence that
areas such as roadways and park land that it
owns and mainiains are open lo the general
public and not just its own members. 1t also
must show thal it doesn't engage in exierior
maintenance of private homes.

A homeowners' association that isn't exernpt
under section 501{c)}{(4) and that is a condomin-
ium management association, a residential real
esiate management association, or a timeshare
association generally can elect under the provi-
sions of section 528 to receive certain tax bene-
fits that, in effect, permit it to exclude ils exempt
funiction income from its gross income.

Other organizations. Other nonprofit organi-
zations that qualify as social welfare organiza-
tions include:

® An organization operating an airport thatis
on land owned by a local government,
which supervises the airport's operation,
and that serves the general public in an
area with no other airport,

® A community association that works o im-
prove public services, housing, and resi-
dential parking,; publishes a free commun-
ity newspaper; sponsors a community
sporis league, holiday programs, and
meetings; and confracis with a private se-
curity service to patrol the community,

& A community association devoted to pre-
serving the community's traditions, archi-
tecture, and appearance by representing if
before the local legisiature and adminisira-
tive agencies in zoning, fraffic, and parking
matters,

® An organization that tries to encourage in-
dustrial development and relieve unem-
ployment in an area by making loans to
businesses 5o they will relocate to the
area, and

® An organization that holds an annual festi-
val of regional customs and traditions.

501(c)(5) - Labor,
Agricultural and
Horticultural
Organizations

if vou are a member of an organization that
wanis fo oblain recognition of exemption from
federal income fax as a labor, agricultural, or
horticultural crganization, you should submit an
application on Form 1024, You must indicale in
your application for exemption and accompany-
ing statements that no part of the organization's
net earnings will inure fo the benefit of any
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member. in addition, you should follow the pro-
cedure for oblaining recognition of exempt sta-
tus described in chapter 1. Submit any addi-
fional information that may be required, as
described in this section.

Tax treatment of donations. Contributions io
labor, agricultural, and horticultural organiza-
tions aren't deductible as charitable contribu-
fions on the donor's federal income tax returm.
However, such payments may be deductible as
business expenses if they are ordinary and nec-
essary in the conduct of the taxpayer's frade or
business. For more information about cerlain
limits affecting the deductibility of these busi-
ness expenses, see Jeduchon not alfowed for
dues used for polifical or legisialive aciivitias,
under S01{cHal -~ Business Laagues, ebe,

Labor Organizations

A labor organization is an association of work-
ers who have combined to protect and promote
the interests of the members by bargaining col-
lectively with their employers o secure betler
working conditions, wages, and similar benefiis.

To show that your organization has the pur-
pose of a labor organization, vou should include
in your organizing document or accompanying
statements (submitied with vour exemption ap-
plication) information sstablishing that the or-
ganization is organized to betler the conditions
of workers, improve the grade of their products,
and develop a higher degree of efficiency in
their respective occupations. In addition, no net
earnings of the organization can inure to the
benefit of any member.

Composition of membership. While a labor
organization generally is composed of employ-
ees or represeniatives of the employees (in the
form of collective bargaining agents) and simitar
employes groups, evidence that an organiza-
tion's membership consists mainly of workers
dossn't in iiself indicale an exempt purpose.
You must show in your application that your or-
ganization has the purposes described in the
preceding paragraph. These purposes can be
accomplished by a single labor organization
acting alone or by several organizations acting
together through a separate organization.

Benefits to members. The payment by a la-
bor organization of death, sick, accident, and
similar benefils to its individual members with
funds contributed by its members, if made un-
der a plan fo betler the conditions of the mem-
bers, doesn't preciude exernption as a labor or-
ganization. However, an organization doesn't
qualify for exemption as a labor organization if
its primary activity is to provide a strike fund that
is controlied by private individuals who control-
led the organization that paid benefils to work-
ars,

For more information on labor organizations,
see Life Cyole of g tabor COmpanization at
IHS.gov.
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Agricultural and
Horticultural Organizations

Agricultural and horticultural organizations are
connected with raising livestock, cultivating
land, raising and harvesting crops or aquatic re-
sources, cultivating useful or ornamental plants,
and similar pursuits.

For the purpose of these provisions, aquatic
resources include only animal or vegetable life,
but not mineral resources. The term harvesting,
in this case, includes fishing and related pur-
suiis.

Agricultural organizations are often de-
signed to encourage the development of betlter
agricultural and horticultural products through a
system of awards, using income from eniry
fees, gale receipis, and donations to meet the
necessary expenses of upkeep and operation.
When the aclivities are direcled foward the im-
provement of marketing or other business con-
ditions in one or more lines of business, rather
than the improvement of production techniques
or the betterment of the conditions of persons
engaged in agriculiure, the organization must
qualify for exemption as a business league,
board of frade, or other organization, as dis-
cussed next in the section on 501(c}{6) organi-
zations.

The primary purpose of exempt agriculiural
and horticultural organizations must be {o betier
the conditions of those engaged in agriculture
or horticulture, develop more efficiency in agri-
culture or horticulture, or improve the products.

The following list contains some examples
of activities that show an agricultural or horticul-
tural purpose.

1. Promoting various cooperative agricul-
tural, horticultural, and civic activities
among rural residents by a state, farm, or
home bureau,

2. Exhibiting livestock, farm products, and
other characteristic fealures of agriculture
and horticulture.

3. Testing soil for members and nonmem-
bers of the farm bureau on a cost basis,
the resuits of the tesis and other recom-
mendations being furnished to the com-
munity members to educate them in soil
treatrment.

4. Guarding the purily of a specific breed of
livestock.

5. Encouraging improvementis in the produc-
tion of fish on privately owned fish farms.

6. Negotiating with processors for the price
o be paid to members for their crops.

For more information on agricultural or horti-

o

Agrioultural or  Morticultural aficn  at

IRS.gov.

501(c)(6) -
Business Leagues, etc.

If your organization wants o apply for recogni-
tion of exemption from federal income tax as a

Cther Section 501{c} Organizations

nonprofit business league, chamber of com-
merce, real esiate board, or board of trade, it
should file Form 1024, For a discussion of the
procedure o follow, see chapter 1.

Your organization must indicale in its appli-
cation form and aitached siatemenis that no
part of its net eamings will inure 1o the benefit of
any private shareholder or individual and that it
isr't organized for profit or organized to engage
in an activity ordinarily carried on for profit (even
if the business is operated on a cooperative ba-
sis or produces only sufficient income to be
self-sustaining).

in addition, your organization must be pri-
marily engaged in activities or functions that are
the basis for iis exemption. It must be primarily
supported by membership dues and other in-
come from activilies substantially related to its
exempt purpose.

A business league, in general, is an associa-
iion of persons having some common business
interest, the purpose of which is to promote that
common interest and not {o engage in a regular
business of a kind ordinarily carried on for profit.
Trade associations and professional associa-
tions are considered business leagues.

Chamber of commerce. A chamber of com-
merce usually is composed of the merchanis
and traders of a city.

Board of trade. A board of trade often con-
sists of persons engaged in similar lines of busi-
ness. For example, a nonprofit organization
formed 1o regulate the sale of a specified agri-
cultural commodity to assure equal treatment of
producers, warehouse workers, and buyersis a
board of trade.

Chambers of commerce and boards of trade
usually promole the common economic inter-
esis of all the commercial enterprises in a given
frade communily.

Real estate board. A real estate board con-
sists of members interesied in improving the
business conditions in the real estate field. it
isn't organized for profit and no part of the net
earmnings inures {o the benefit of any privale
shareholder or individual.

Professional football leagues. The Intemal
Revenue Cede specifically defines professional
football leagues as exempt organizations under
section 501(c)(8). They are exempt whether or
not they administer a pension fund for football
players.

Gieneral purpose. You must indicate in the
material submitled with your application that
your organization will be devoted to the im-
provement of business conditions of one or
more lines of business as distinguished from
the performance of particular services for indi-
vidual persons. It must be shown that the condi-
tions of a particular trade or the interests of the
community will be advanced. Merely indicating
the name of the organization or the object of the
local statute under which it is created isn't
enough to demonstrate the required general
purpose.

Line of business. This term generally re-
fers either {o an entire industry or to all compo-
nents of an industry within a geographic area. it

ED_002434_00004582-00048



dossnt include a group composed of busi-
nesses that market a particular brand within an
industry.

Common business interest. A common busi-
ness interest of all members of the organization
must be established by the application docu-
ments.

Exampiss. Activities that would tend to il-
lusirate a common business inierast are:

1. Promotion of higher business standards
and better business methods and encour-
agement of uniformity and cooperation by
aretall merchanis association,

2. Education of the public in the use of credit,

3. Establishment of uniform casually rates
and compilation of statistical information
by an insurance raling bureau operated by
casually insurance companies,

4. Establishment and maintenance of the in-
tegrity of 8 local commercial marked,

5. Opergtlion of a tfrade publication primarily
intended to benefit an entire industry, and

8. Encouragement of the use of goods and
services of an entire industry (such as g
lawyer referral service whose main pur-
pose is {o infroduce individuals to the use
of the legal profession in the hope that
they will enter into lawyer-client relation-
ships on a paying basis as a result).

improvement of business conditions.
Generally, this must be shown o be the pur-
pose of the organization. This isn'l established
by svidence of particular services that provide a
convenience or economy to individual members
in their businesses, such as advertising that
carries the name of members, interest-free
lcans, assigning exclusive franchise areas, op-
eration of a real estale multiple listing system,
or operation of a credit reporting agency.

Stock or commodity exchange. A siock or
commodity exchange isn't a business league,
chamber of commerce, real esiate board, or
board of trade and isn't exempt under section
501{c){(B).

Legislative activity. An organization thal is
exempt under section 501{c}{8) can work for
the enaciment of laws o advance the common
business interests of the organization's mem-
bers.

Deduction not allowed for dues used for
political or legislative activities. A taxpayer
can't deduct the part of dues or other payments
to a business league, trade association, labor
union, or similar organization that is reported 1o
the taxpayer by the organization as having been
used for any of the following activities.

1. Influencing legislation.

2. Participating or infervening in a political
campaign for, or against, any candidate
for public office.

3. Trving to influence the general public, or
part of the general public, with respect o
sleclions, legislative matters, or referen-
dums (also known as grass roois lobby-

ing).

4. Communicating directly with certain exec-
utive branch officials o try o influence
their official actions or positions.

See {Dues Usad for Lobbving or Political Acivi-
Hes under Reguired Disciesurgs in chapler 2 for
more information.

Exception for local legisiation. Members
can deduct dues (or assessments) to an orgarni-
zation that are for expenses of:

1. Appearing before, submitting stalements
to, or sending communications to mem-
bers of a local council or similar governing
hody with respect o legisiation or pro-
posed legislation of direct interest o the
member, or

o

Communicating information between the
member and the organization with respect
o local legislation or proposed legisiation
of direct interest o the organization or the
member.

Legislation or proposed legisiation is of direct
interest to a taxpayer if it will, or can reasonably
be expected 1o, affect the taxpayer's trade or
business.

De minimis exception. In-house expendi-
tures of $2,000 or less for the year for activities
{1) - (4) listed earlier won'l prevent a deduction
for dues if the dues meet all other lests o be
deductible as a business expense.

Grass rools fobbying. A tax-exempt trade
association, labor union, or similar organization
is considered to be engaging in grass roots lob-
bying if it contacis prospective members or
calls upon its own members to contact their em-
ployses and customers for the pumpose of urg-
ing such persons to communicate with their
elected state or Congressional representatives
to support the promotion, defeat, or repeal of
legislation that is of direct interest io the organi-
zgtion. Any dues or assessments directly rela-
ted to such activities aren't deductible by the
taxpayer, since the individuals being contacted,
who aren't members of the organization, are a
segment of the general public.

Tax treatment of donations. Contributions {o
organizations described in this section aren't
deductible as charitable coniributions on the
donor's federal income tax return. They may be
deductible as irade or business expenses if or-
dinary and necessary in the conduct of the tex-
payer's business.

For more information on business leaguss,
see Life Cycle of g Busingss Leagus {Trade
Assocfation} on IRS.gov.

501(c){(7) - Social and
Recreation Clubs

It your club is organized for pleasure, recres-
tion, and other similar nonprofitable purposes
and substantially all of its activities are for these
purposes, it should file Form 1024 to apply for
recognition of exemption from federal income
fax.

In applving for recognition of exemption, you
should submit the information described in this

Chapter 4

Other Section 501{¢) Crganizations

to follow,

Typical organizations that should file for rec-
ognition of exemption as social clubs include:
& College alumni associations that aren't de-

& College fratemities or sororities operating
chapter houses for students,

& Country clubs,

®  Amateur hunting, fishing, tennis, swim-
ming, and other sport clubs,

& [Jinner clubs that provide a meeting place,
library, and dining room for members,

& Hobby clubs,

® Garden clubs, and

@& Variely clubs.

Discrimination prohibited. Your organization
won't be recognized as iax exempt if its charter,
bylaws, or other govering inslrument, or any
written policy staternent provides for discrimina-
fion against any person on the basis of race,
color, or religion.

However, a club that in good faith limits its
membership io the members of a particular reli-
gion to further the teachings or principles of that
religion and not to exclude individuals of a par-
ticular race or color won't be considered as dis-
criminating on the basis of religion. Also, the re-
siriction on religious discrimination doesn't
apply o a club thatl is an auxiliary of a fraternal
beneficiary sociely (discussed later) if that soci-
ety is described in section 501{c}{8) and ex-
empt from {ax under section 501(a) and limits
its membership to the members of a particular
religion.

Private benefit prohibited. No parl of the or-
ganization's net sarnings can inure to the bene-
fit of any person having a personal and privale
interest in the aclivilies of the organization. For
purposes of this requirement, it isn'l necessary
that net earnings be actually distributed. Even
undistributed earnings can benefit members.
Examples of this include a decrease in mem-
bership dues or an increase in the services the
club provides to its members without a corre-
sponding increase in dues or other {ees paid for
club support. However, fixed-fee paymenis io
members who bring new members into the club
aren't an inurement of the club's net earnings, if
the paymenis are reasonable compensation for
performance of a necessary administrative
service.

Purposes. To show that your organization
possesses the characteristics of a club within
the meaning of the exemption law, you should
submit evidence with your application that per-
sonal contact, commingling, and fellowship ex-
ist among members. You must show that mem-
hers are bound together by a common objective
of pleasure, recrealion, and other nonprofitable
DUIPOSES,

Fellowship need not be present belween
each member and every other member of a
club if it is a material part in the life of the organ-
ization. A siatewide or nalionwide organization
that is made up of individual members, but is
divided into local groups, salisfies this require-
ment if fellowship is a material part of the life of
each local group.
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The term other nonprofitable purposes
means other purposes similar o pleasure and
recreation. For example, a club that, in addition
to its social activities, has a plan for the pay-
ment of sick and death benefits isn't operaling
exclusively for pleasure, recreation, and other
nonprefitable purposes.

Limited membership. The membership in
a social club must be limited. To show that your
organization has a purpose that would charac-
terize it as a club, you should submit svidence
with your application that there are limits on ad-
mission {0 membership consistent with the
character of the club.

A social club that issues corporate member-
ship is dealing with the general public in the
form of the corporation's employees. Corporate
members of a ciub aren't the kind of members
contemplated by the law. Gross receipts from
these members would be a factor in determin-
ing whether the club qualifies as a social club.
See Grosg receivls fom nonmembership sour-

paid for by a corporation wouldn't have an effect
on the gross receipis source.

The fact that a social club may have an as-
sociate (nonvoting) class of membership won't
be, in and of iiself, a cause for nonrecognition of
exemption. However, if one membership class
pays substantially lower dues and fees than an-
other membership class, although both classes
enjoy the same rights and privileges in using
the club facilities, there may be an inurement of
income io the benefited class, resulling in a de-
nial of the club’s exemption.

Support. In general, vour club should be
supported solely by membership fees, dues,
and assessmenis. However, if otherwise enii-
tied fo exemption, vour club won't be disquali-
fied because i raises revenue from members
through the use of club facilities or in connec-
tion with club activities.

Business activities. If your club will engage in
business, such as selling real estale, timber, or
other products or services, it generally will be
denied exemption. However, evidence submit-
fed with your application form that your organi-
zation will provide meals, refreshments, or serv-
ices related 1o its exempt purposes only fo its
own members or their dependenis or guests
won't cause denial of exemption.

Facilitics open fo public. Evidence that
your club's facilities will be open fo the general
public (persons other than members or their de-
pendents or guesis) may cause denial of ex-
emption. This doesn't mean, however, that any
dealing with outsiders will automatically deprive
a club of exermnption.

Gross receipls from nonmembership
sources. A section 501(c)(7) organization can
receive up to 35% of iis gross receipis, includ-
ing investment income, from sources ouiside of
its membership without losing its tax-exempt
status. Income from noniraditional business ac-
tivity with members isn't exempt function in-
come, and thus is included as income from
sources oulside of the membership. Of the 35%
aross receipts lisied above, up o 15% of the
gross receipts can be derived from the use of
the club's faciliies or services by the general
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public. If an organization has oulside income
that is more than these limits, all the facts and
circumstances will be faken into account in de-
fermining whether the organization qualifies for
sxempt status.

Gross receipts. Gross receipis, for this
purpose, are receipis from the normal and usual
(traditionally conducted) activities of the club.
These receipts include charges, admissions,
membership fees, dues, assessments, invest
ment income, and normal recurring capiial
gains on investmenis. Receipts don'l include in-
itiation fees and capital contributions. Unusual
arnounts of income, such as from the sale of a
clubhouse or similar facility, aren't included in
gross receipts or in figuring the percentage lim-

its.

Nontraditional activities. Activities con-
ducted by a social club need o further its ex-
empt purposes. Traditional business activities
are those thal further a social club's exempt
purposes.  Nonfraditional business activities
don't further the exempt purposes of a social
club even if conducted solely on a membership
basis. Nontraditional business aclivities are pro-
hibited {subject to an insubsiantial, trivial, and
nonrecurrent test) for businessss conducted
with both members and nonmembers. Exam-
ples of noniraditional business aclivities include
sale of package liquor, take-out food, and
long-term room rental.

Fraternity foundations. f your organization is
a foundation formed for the exciusive purpose
of acquiring and leasing a chapler house i a
local fraternity chapler or sorority chapter main-
tained at an educational institution and doesn't
engage in any social or recreational activilies, it
may be a iitle holding corporation (discussed
later under section 501(c)(2) organizations and
under section 501{(c)}{25) organizations) rather
than a social club.

Tax trealment of donations. Donations o ex-
empt sccial and recreation clubs aren't deduct-
ble as charitable contributions on the donor's
federal income tax return.

501(c)(8) and 501{c)
(10) - Fraternal
Beneficiary Societies
and Domestic Fraternal
Societies

This section describes the information fo be
provided upon application for recognition of ex-
emption by two types of fratemal societies: ben-
eficiary and domestic. The major distinction is
that fralernal beneficiary socisties provide for
the payment of life, sick, accident, or other ben-
efits to their members or their dependents,
while domestic fratemal societies don't provide
these benefits but rather devote their earnings
to fraternal, religious, charitable, efc., purposes.
The procedures io follow in applying for recog-
nition of exemplion are described in chapler 1.

Cther Section 501{c} Organizations

If your organization is controlled by a central
organization, you should check with vour con-
irolling organization to determine whether your
unit has been included in a group exemption let-
ter or can be added. If so, your organization
need not apply for individual recognition of ex-
emption. For more information, ses Group £x-

Tax treatment of donations. Donations by an
individual io a domestic fraternal beneficiary so-
ciely or a domestic fraternal society operating
under the lodge system are deductible as chari-
table coniributions only if used exclusively for
religious, charitable, scientific, literary, or edu-
cational purposes or for the prevention of cru-
elty to children or animals.

Fraternal Beneficiary
Socleties (501(c)(8))

A fraternal beneficiary society, order, or associ-
ation must file an application for recognition of
exemption from federal income tax on Form
1024. The application and accompanying state-
ments should establish that the organization:

1. s afratemal organization,

2. Operates under the lodge system or for
the exclusive benefit of the members of a
fraternal organization itself operaling un-
der the lodge system, and

3. Provides for the payment of life, sick, acci-
dent, or other benefits 1o the members of
the societly, order, or association or their
dependents.

Lodge system. Operating under the lodge
system means carrying on activities under a
form of organization that comprises local
branches, chartered by a parent organization
and largely self-goveming, called lodges, chap-
ters, or the like.

Payment of benefits. Il isn't essential that ev-
ery member be covered by the sociely's pro-
gram of sick, accident, or death benefits. An or-
ganization can qualify for exemption if most of
its members are eligible for benefils, and the
benefits are paid from contributions or dues
paid by those members.

The benefits must be limited o members
and their dependents. If members will have the
ability to confer benefits {o other than them-
selves and their dependents, exemption won't
be recognized.

Whole-iife insurance. Whole-life insur-
ance conslifutes a life benefit under section
501{c}8) even though the policy may contain
investment features such as a cash surrendsr
value or a policy loan.

Reinsurance pool. Payments by a frater-
nal beneficiary society info a stale-sponsored
reinsurance pool that protects participaling in-
surers against excessive losses on major medi-
cal health and accident insurance won't pre-
clude exemplion as a fratemal beneficiary
sociely.
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Domestic Fraternal Societies
{(501(c)(10))

A domestic fralernal society, order, or associa-
tion must file an application for recognition of
exemption from federal income iax on Form
1024, The application and accompanying siate-
mentis should establish that the organization:

1. Is a domestic fraternal organization organ-
izedin the U.B,,

2. Operates under the lodge system,

3. Devotes its net earnings exclusively to reli-
gious, charitable, scientific, iiterary, educa-
tional, and fraternal purposes, and

4. Doesn't provide for the payment of life,
sick, accident, or other benefits fo its
mambers.

The organization can arrange with insurance
companies to provide optional insurance to its
members without jeopardizing its exempt sia-
fus.

501(c){4), 501{c)(9), and
501(c)(17) -

Employees’
Associations

This section describes the information to be
provided upon application for recognition of ex-
emption by the following types of employees'
associations:

1. A voluntary employees' beneficiary asso-
cigtion (including federal employees' asso-
ciations) organized o pay life, sick, acci-
dent, and similar benefits to members or
their dependents, or designated beneficia-
ries, if no part of the net earnings of the as-
sociation inures to the benefit of any pri-
vate sharehoider or individual, and

2. A supplemental unemployment benefit
trust whose primary purpose is providing
for payment of supplemental unemploy-
ment benefits.

Both the application form to file and the in-
formation to provide are discussed later under
the section that describes your employee asso-
ciation. Chapter 1 describes the procedures o
follow in applying for exemption.

Tax treatment of donations. Donations o
these organizations aren'i deductible as charita-
ble contributions on the donor's federal income
{ax return.

Local Employees’
Associations (501(c){(4))

A local association of employees whose mem-
bership is limited o employeess of a designated
person or persons in a particular municipality,
and whose income will be devoted exclusively
io charitable, educational, or recreational pur-
poses. A local employees’ association must ap-
ply for recognition of exemption by filing Form

1024. The organization must submit evidence
that:

1. ltis of a purely local character,

2. lts membership is limited o employees of
a designated person or persons in a par-
ticular locality, and

3. Uts net earnings will be devoted exclusively
to charifable, educational, or recreational
purposes.

A local associalion of employees thal has
established a system of paving refirement or
death benefits, or both, to its members won't
qualify for exemption since the payment of
these benefils isn't considered as hbeing for
charitable, educatlional, or recreational purpo-
sas. Similarly, a local association of employees
that is operated primarily as a cooperaiive buy-
ing service for its members in order to obiain
discount prices on merchandise, services, and
activities doesn't qualify for exemption.

Voluntary Employees’
Beneficiary Associations

(501(c)(9))

An application for recognition of exemption as a
voluntary employees' beneficiary association
must be filed on Form 1024, The material sub-~
mitted with the application must show that vour
organization:

1. s a voluntary association of employees,

2. Wil provide for payment of lifs, sick, acci-
dent, or other benefits io members or their
dependents or designaled beneficiaries
and substantially all of its operations are
for this purpose, and

3. won't allow any of its net eamings to inure
to the henelit of any private individual or
shareholder except in the form of sched-
uled benefit payments.

To be complete, an application must include a
copy of the document (such as the trust instru-
ment) by which the organization was created; a
full description of the benefits available to par-
ficipants and the terms and conditions of eligi-
bility for benefils {usually contained in a plan
document); and, if providing benefils pursuant
to a collective bargaining agreement, a copy of
that agreement.

MNote. Under section 4878, the reversion of
funds from a section S01(c)(8) organization o
the employer who created the beneficiary asso-
ciation may subject the employer io a 100%
penalty excise tax on the amount of the rever-
sion.

MNotice requirement. An organization won't be
congsidered tax exempt under this ssction un-
less the corganization gives notfice o the IRS
that it is applying for recognition of exempt sta-
tus. The organization gives notice by filing Form
1024. If the notlice isn't given by 15 months after
the end of the month in which the organization
was crealed, the organization won't be exempt
for any period before notice is given. An exien-
sion of time for filing the nolice can be granted
under the same procedures as those described
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for section 501(c)(3) organizations in chapler 3
under Appiination for Recognition of Exemption.

Membership. Membership of a section 501(c)
(9} organization must consist of individuals who
are employees and have an employment-rela-
ted commeon bond. This common bond canbe a
common employsr {(or affiliated emplovers),
coverage under one or more collective bargain-
ing agreements, membership in a labor union,
or membership in one or more locals of a na-
tional or international labor union.

The membership of an association can in-
clude some individuals who aren't employess,
provided they have an employment-related
bond with the employee-members. For exam-
ple, the owner of a business whose emplioyees
are members of the association can be a mem-
ber. An association will be considered com-
posed of employees if 90% of iis fotal member-
ship on one day of each quarter of its tax year
consists of employees.

Employees. Emplovees include individuals
who became entilled to membership because
they are or were employees. For example, an
individual will qualily as an employee even
though the individual is on a leave of absence
or has been terminated due to refirement, disa-
bility, or layoff.

Generally, membership is voluntary if an af-
firrnative act is required on the part of an em-
ploves to become a member. Conversely,
membership is involuniary if the designation as
a member is due to employee siatus. However,
an association will be considered voluntary if
smployees are required {0 be members of the
organization as a condition of their employment
and they don't incur a delriment (such as a pay-
roli deduction) as a resull of their membership.
An employer has not imposed involuntary mem-
bership on the employee if membership is re-
quired as the result of g collective bargaining
agreement or as an incident of membership in a
labor organization.

Payment of benefits. The information submit-
ted with your application must show that vour
organization will pay life, sick, accident, supple-
mental unemployment, or other similar benefits.
The benefits can be provided directly by your
associgtion or indirectly by your association
through the payments of premiums o an insur-
ance company (or fees to a medical clinic).
Benefits can be in the form of medical, clinical,
or haspital services, transportation furnished for
medical care, or money payments.

Mondiscrimination requirements. An organi-
zation that is part of a plan won't be exempt un-
less the plan meeis cerfain nondiscrimination
requirements. However, if the organization is
part of a plan that is a coliective bargaining
agreement that was the subject of good faith
bargaining between employee organizations
and employers, the plan need not mest these
requirements for the organization to qualify as
iax exempt.

A plan meets the nondiscrimination require-
ments only if both of the following stalements
are true.

1. Each class of benefits under the plan is
provided under a classification of employ-
ees that is set forth in the plan and doesn't
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discriminate in favor of employees who
are highly compensated individuals.

2. The benefils provided under each class of
benefits don't discriminate in favor of
highly compensated individuals.

A life insurance, disability, severance pay, or
supplemental  unemployment compensation
benefit doesn't discriminate in favor of highly
compensated individuals merely because the
benefits available bear a uniform relationship to
the total compensation, or the basic or reguiar
rate of compensation, of employees covered by
the plan.

If a plan provides a benefit for which there is
a nondiscrimination provision provided under
Chapter 1 of the Internal Revenus Code as a
condition of that benefil being excluded from
gross income, these nondiscrimination require-
ments don't apply. The benefit will be consid-
ered nondiscriminatory only if it meels the non-
discrimination provision of the applicable Code
section. For example, benefits provided under a
medical reimbursement plan would mest the
nondiscrimination requirements for an associa-
fion, if the benefits meet the nondiscrimination
requirements of section 108(h)3) and 105(h}
(4}.

Exciuded employess. Certain employees
who aren't covered by a plan can be excluded
frormn consideration in applying these require-
ments. These include employees:

1. Who haven't completed 3 years of service,
2. Who haven'i altained age 21,

3. Who are seasonal or less than half-time
employees,

4, Who aren'tin the plan and who are inciu-
ded in a unit of employees covered by a
collective bargaining agreement if the
class of benefits involved was the subject
of good faith bargaining, or

&, Who are nonresident aliens and who re-
ceive no eamed income from the em-
ployer that has United Stales source in-
come.

Highly compensated individual. A highly
compensaled individual is one who!

1. Owned & percent or more of the employer
at any time during the current year or the
preceding year,

2. Received more than $120,000 in compen-
sation from the employer for the preceding
vear (the amount is annualized for infla-
tion. Go o 1RS.gov, and search “Pension
Plan Limitation” for the year), and

3. Was among the top 20% of employees by
compensation for the preceding vear.

However, the employer can choose not to have
(3) apply.

Aggregalion rules. The employer can
choose to treatl two or more plans as one plan
for purposes of meeling the nondiscrimination
requirements. Employess of controlled groups
of corporations, irades, or businesses under
comimon control, or members of an affiliated
service group, are freated as employees of a
single emplover. Leased employees are ireated
as employees of the recipient.
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One employee. A trust created to provide ben-
efits 1o one employes won't qualify as a volun-
tary employeess’ beneficiary association under
section 501{c)}8).

Supplemental
Unemployment Benefit
Trusts (501 {c){(17))

A trust or trusts forming part of a written plan
{established and maintained by an employer,
his or her employees, or both) providing solely
for the payment of supplemental unemployment
compensation benefits must file the application
for recognition of exemption on Form 1024. The
frust must be a valid, existing trust under local
law and must be evidenced by an execuied
document. A conformed copy of the plan of
which the trust is a part should be attached io
the application.

To be complete, an application must include
a copy of the document (such as the irust in-
strument) by which the organization was cre-
ated; a full description of the benefits available
to participants and the ferms and conditions of
eligibility for benefits (usually contained in a
plan document); and, if providing benefits pur-
suant {o a collective bargaining agresment, a
copy of that agreement.

Mote. Under section 4876, the reversion of
funds from a section 5C1(c){(17) organization io
the employer who created the supplemental un-
employment bensfit trust may subject the em-
ployer {0 a 100% penalty excise fax on the
amount of the reversion.

MNotice requirement. An organization won't be
congsidered tax exempt under this ssction un-
less the corganization gives notfice o the IRS
that it is applying for recognition of exempt sta-
tus. The organization gives notice by filing Form
1024. If the notice isn't given by 15 months after
the end of the month in which the organization
was crealed, the organization won't be exempt
for any period before such notice is given. An
extension of time for filing the nolice is granted
under the same procedures as thoss described
for section 501{c})(3} organizations in chapler 3
under Apgiivation for Recognition of Exemption.

Types of payments. You must show that the
supplemental  unemployment compensation
benefits will be benefits paid o an employee
because of the employee's involuntary separa-
tion from employment (whether or not the sepa-
ration is temporary) resulting directly from g re-
duction-in-force, discontinuance of a plant or
operation, or other similar conditions. In addi-
tion, sickness and accident benefiis (but not va-
cation, retirement, or death benefits) may be in-
cluded in the plan if these are subordinate io
the unemployment compensation benefits.

Diversion of funds. [t must be impossible un-
der the plan (at any time before the salisfaction
of all habilities with respect fo emplovees under
the plan) to use or to divert any of the corpus or
income of the trust to any purpose other than
the payment of supplemental unemployment
compensation benefits (or sickness or accident
hensfils to the extent just explained).

Cther Section 501{c} Organizations

Discrimination in benefits. Neither the terms
of the plan nor the actual payment of benefits
can be discriminatory in favor of the company's
officers, stockholders, supervisors, or highly
paid employees. However, a plan isn't discrimi-
natory merely because benefits bear a uniform
relationship to compensation or the rate of com-
pensation.

Prohibited transactions and exemption. if
your organization is a supplemental unemploy-
ment benefit trust and has received a denial of
exermnption hecause it engaged in a prohibited
fransaction, as defined by section 503(b), i can
file a claim for exemption in any tax year follow-
ing the tax year in which the notice of denial
was issued, It must file the claim on Form 1024,
The corganization must include a written decla-
ration that if won't knowingly again engage in a
prohibited transaction. An authorized principal
officer of vour organization must make this dec-
laration under the penalties of perjury.

If your organization has satisfied all require-
ments as a supplemental unemployment bene-
fit trust described in section 501(c}{17)}, it will be
notified in writing that it has been recognized as
exemnpt. However, the organization will be ex-
empt only for those tex years after the tax vear
in which the claim for exemption (Form 1024) is
filed. Tax year in this case means the estab-
lished annual accounting period of the organi-
zgtion or, if the organization has not established
an annual accounting pericd, the calendar vear.
For more information about the requirements for
reestablishing an exemption previously denied,
coniact the IRS.

501(c){(12) - Local
Benevolent Life
insurance Associations,
Mutual Irrigation and
Telephone Companies,
and Like Organizations

Each of the following crganizations apply for
recognition of exemption from federal income
et by filing Form 1024,

1. Benevolent life insurance associations of a
purely local character and like organiza-
tions.

2. Mutual ditch or irrigation companies and
like organizations.

3. Mutual or cooperative telephone compa-
nies and like organizations.

A like organization is an organization that per-
forms a service comparable o that performed
by any one of the above organizations.

The information io be provided upon appli-
cation by sach of these organizations is descri-
bed in this section. For information as o the
procedures to foliow in applying for exemption,
sge chapier 1.

General requirements. These organizations
must use their income solely to cover losses
and expenses, with any excess being returned
to members or retained o cover future losses
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and expenses. They must collect at least 85%
of their income from members for the sole pur-
pose of meeting losses and expenses.

Mutual character. These organizations, other
than benevolent life insurance associations,
must be organized and operated on a mutual or
cooperative basis. They are associations of
persons or organizations, or both, banded to-
gether to provide themselves a muiually desira-
ble service approximaiely at cost and on a mu-
tual basis. To maintain the mutual characteristic
of democratic ownership and control, they must
be so organized and operated that their mem-
bers have the right to choose the management,
to receive services at cost, to receive a return of
any excess of payments over losses and ex-
penses, and o share in any assets upon disso-
fution.

The rights and inlerests of members in the
annual savings of the organization must be de-
fermined in proportion to their business with the
organization. Upon dissclution, gains from the
sale of appreciated assets must be distributed
to all persons who were members during the
period the assets were owned by the organiza-
tion in proportion io the amount of business
dene during that period. The bylaws musin't
provide for forfeiture of a member's rights and
interest upon withdrawal or termination.

Membership. Membership of a mutual or-
ganization consists of those who join the organ-
ization to obtain its services, and have a voice
in its management. In a stock company, the
stockholders are members. However, a rmutual
life insurance organization can't have policy-
holders other than its members.

{osses and expenses. In fumishing serv-
ices substantially at cost, an organization must
use its income solely for paying losses and ex-
penses. Any excess income not retained in rea-
sonable reserves for future losses and expen-
se5 belongs to members in proportion fo their
patronage or business done with the organiza-
fion. if such palronage refunds are retained in
reasonable amounts for purposes of expanding
and improving facilities, refiring capital indebt-
edness, acquiring other assels, and unexpec-
ted expenses, the organization must mainiain
records sufficient to reflect the squity of sach
member in the assets acquired with the funds.

Distributions of proceeds. The coopera-
five may distribute the unexpended balance of
collections or assessments remaining on hand
at the end of the year to members or patrons
prorated on the basis of their patronage or busi-
ness done with the cooperative. Such distribu-
tion represents a refund in the costs of services
rendered io the member.

The 85% Requirement

All of the organizations listed above must sub-
mit evidence with their application that they re-
ceive 85% or more of their gross income from
their members for the sole purpose of meeting
losses and expenses. Nevertheless, ceriain
items of income are excluded from the compu-
tation of the 85% requirement if the organization
is a mutual or cooperative telephone or slectric
company.

Mutual or cooperative telephone company.
A mutual or cooperative telephone company will
exciude from the computation of the 85% re-
quirement any income received or accrued
from:

1. A nonmember {elephone company for the
performance of communication services
involving the completion of long distance
calls to, from, or between members of the
muiual or cooperative telephone com-
pany,

2. Qualified pole renials,

3. The sale of display listings in a directory
furnished to its members, or

4. The prepayment of aloan crealed in 1987,
1988, or 1989, under section 306A, 3068,
or 311 of the Rural Electrification Act of
1936,

Mutual or cooperative electric company. A
mutual or cooperative electric company will ex-
clude from the computation of the 85% require-
ment any income received or accrued from:

1. Qualified pole rentals,

2. Any provision or sale of electric energy
transmission services or ancillary service if
the services are provided on a nondiscri-
minatory open access basis under an
open access transmission tariff approved
or accepied by the Federal Energy Requ-
latory Commission (FERC) or under an in-
dependent transmission provider agree-
ment approved or accepied by FERC
(other than income received or accrued di-
rectly or indirectly from a member),

3. The provision or sale of electric energy
distribution services or ancillary services if
the services are provided on a nondiscri-
minatory open-access basis o distribute
sleciric energy not owned by the mulual or
electric cooperative company:

a. To end-users who are served by dis-
{ribution facilities not owned by the
company or any of its members (other
than income received or accrued di-
rectly or indirecily from a member), or

b. Generaied by a generation facility not
owned or leased by the company or
any of its members and which is di-
rectly connected to distribution facili-
fies owned by the company or any of
its members (other than income re-
ceived or accrued directly or indirectly
from a member),

4. Any nuclear decommissioning fransaction,
or

5. Any asset exchange or conversion trans-
action.

An eleciric cooperative's sale of excess fuel
at cost in the year of purchase isn't income for
purposes of determining compliance with the
85% requirement.

Gualified pole rental. The term qualified
pole rental means any rental of a pole {or other
structure used to support wires) if the pole (or
other structure) is used:
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1. By the telephone or electric company to
support one or more wires thatl are used
by the company in providing telephone or
electric services o its members, and

2. Pursuant to the rental to support one or
more wires (in addition to wires described
in (1)) for use in connection with the trans-
mission by wire of sleciricily or of tele-
phone or other communications.

The term rental, for this purpose, includes
any sale of the right fo use the pole (or other
structurs).

The 85% requirement is applied on the ba-
sis of an annual accounting period. Failure of an
organization to meet the requirement in a partic-
ular year precludes exempiion for that year, but
has no effect upon exemption for years in which
the 85% requirement is met.

Gain from the sale or conversion of the or-
ganization's property isn't considered an
amount received from members in determining
whether the organization's income consists of
amounis collected from members.

Because the 85% income test is based on
gross income, capital losses can't be used fo
reduce capital gains for purposes of this test.

Example. The books of an organization re-
fiect the following for the calendar year.

Collections from membars . . $2,400

400
Cther income . P Nona
Gross income ($2,400 + $600 =83000) . . 100%
Collected from members ($2,400) ... ... .. 80%

Since amounts collected from members
don't constitute at least 85% of gross income,
the organization isn't entitled to exemption from
federal income tax for the year.

Voluntary contributions in the nature of gifts
aren't taken into account for purposes of the
85% computation.

Other tax-exempt income besides gifts is
considered as income received from other than
members in applying the 85% test.

If the 85% fest isn't met, your organization, if
classifiable under this section, won't qualify for
exemption as any other type of organization de-
seribed in this publication.

Tax freatment of donations. Donations io an
organization described in this section aren't de-
ductible as charilable contributions on the do-
nor's federal income tax raturn.

Local Life Insurance
Associations

A benevolent life insurance association or an
organization seeking recognition of exemption
on grounds of similarity to a benevolent life in-
surance associgtion must submit evidence
upon applying for recognition of exemption that
it will be of a purely local character, that its ex-
cess funds will be refunded to members or re-
tained in reasonable reserves to meetl fulure
losses and expenses, and that it meels the 88%
income requirement. If an organization issues
policies for stipulated cash premiums, or if it
requires advance deposits o cover the cost of

Page 53

ED_002434_00004582-00053



the insurance and maintains investments from
which more than 15% of its income is detived, it
won't be eniitled o exemption.

To establish thal your organization is of a
purely local characier, it should show that its ac-
tivities will be confined o a particular commun-
ity, place, or district irrespective of political sub-
divisions. If the activities of an organization are
limited only by the borders of 3 siate, it can't be
purely local in character. A benevolent life insur-
ance association that doesn't terminate mem-
bership when a member moves from the local
area in which the association operates will qual-
ify for exemption if it meets the other require-
ments.

A copy of each type of pdlicy issued by vour
organization should be included with the appli-
cation for recognition of exemption.

Organizations similar to local benevolent
life insurance companies. These organiza-
tions include those that in addition 1o paving
death benefits also provide for the payment of
sick, accident, or health bensfits. Howsver, an
organization that pays only sick, accident, or
health benefits, but not life insurance benefits,
isn't an organization similar to a benevolent life
insurance association and shouldn't apply for
recognition of exemnption as described in this
section.

Burial and funeral benefit insurance or
ganization. This type of organization can ap-
ply for recognition of exemption as an organiza-
tion similar to a benevolent life insurance
company if it aestablishes that the benefits are
paid in cash and if it isn't engaged directly in the
manufaciure of funeral supplies or the perform-
ance of funeral services. An organization that
provides its benefils in the form of supplies and
service isn't a life insurance company. Such an
organization can seek recognition of exemption
from federal income tax, however, as a mutual
insurance company other than life.

Mutual or Cooperative
Associations

Mutual ditch or irrigation companies, mutual or
cooperative telephone companies, and like or-
ganizations need not establish that they are of a
purely local character. They can serve noncon-
figuous areas.

Like organization. A like organization is a
cooperative or mutual organization that per-
forms a service similar to mutual diich, irriga-
tion, telephone, or eleclric companies. Exam-
ples include the icllowing: cooperatives that
provide protection of river banks to prevent ere-
sion, waler and sewer services, cabie felevi-
sion, satellite, ielevision, celiular phone serv-
ices, two-way radio service, or nafural gas
services.

501(c){(13) - Cemetery
Companies

If your organization wishes o oblain recognition
of exernption from federal income {ax as a cem-
stery company or a corporation chartered solely
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for the purpose of the disposal of human bodies
by burial or cremation, it must file an application
on Form 1024, For the procedure to follow 1o
file an application, see Application. Appmval,
and Appeal Procadures in chapler 1.

A nonprofit mutual cemetery company that
seeks recognition of exemption should submit
evidence with ils application that it is owned
and operated exclusively for the benefit of its lot
owners who hold lots for bona fide burial purpo-
ses and not for purposes of resale. A mutual
cemetery company that also engages in chari-
table activilies, such as the burial of paupers,
will be regarded as operating within this stand-
ard. The fact thal a mutual cemetery company
limits its membership to a particular class of in-
dividuals, such as members of a family, won't
affect its status as mutual so long as gl the
other requirements of section 501(c)(13) are
met.

f vour organization is a nonprofit corpora-
iion chartered solely for the purpose of the dis-
posal of human bodies by burial or cremation,
you should show that i isn't permitied by its
charter 1o engage in any business noi necessa-
rily incident to that purpose. Operaling a mortu-
ary isn't permitted. However, selling monu-
ments, markers, vaults, and flowers solely for
use in the cemetery is permitied if the profits
from these sales are used fo maintain the cem-
etery as a whole.

How income can be used. You should show
that your organization's eamings are or will be
used only in one or more of the following ways.

1. To pay the ordinary and necessary expen-
ses of operaling, maintaining, and improv-
ing the cemetery or crematorium.

2. To buy cemetery property.

3. Tocreate a fund thal will provide a source
of income for the perpetual care of the
cemetery or g reasonable reserve for any
ordinary or necessary purpose.

No part of the net earnings of your organiza-
tion can inure o the benefil of any private
shareholder or individual.

Ordinary and necessary expenses in con-
nection with the coperation, management, main-
tenance, and improvement of the cemetery are
permiited, as are reasonable fees for the serv-
ices of a manager.

Buying cemetery property. Paymenis
can be made to amoriize debt incurred o buy
land, but can't be in the nature of profit distribu-
tions. You must show the method used fo fi-
nance the purchase of the cemetery property
and that the purchase price of the land at the
time of iis sale to the cemetery wasn't unrea-
sonable.

Except for holders of preferred stock (dis-
cussed later), no person can have any interest
in the net earnings of a tax-exempt cemetery
company or crematorium. Therefore, if property
is transferred to the organization in exchange
for an inferest in the organization's net earnings,
the organization won't be exempt so long as
that interest remains outstanding.

An equity inferest in the organization is an
interest in the net earnings of the organization.
However, an inlerest in the organization that

Cther Section 501{c} Organizations

isn't an equity interest may still be an interest in
the organization's net eamings. For example, a
bond issued by a cemetery company that pro-
vides for a fixed rate of interest and also pro-
vides for additional interest payments based on
the income of the organization is considered an
interest in the net samings of the organization.
Similarly, a convertible debt obligation issued
after July 7, 1875, is considered an inferest in
the net earnings of the organization.

Perpefual care organization. A perpetual
care organization, including, for example, a
frust organized io receive, maintain, and admin-
ister funds that it receives from a nonprofit
te-exempt cemetery under state law and con-
iracts, can apply for recognition of exemption
on Form 1024, even though it doesn't own the
land used for burial. However, the income from
these funds must be devoted exclusively to the
perpetual care and maintenance of the non-
profit cemetery as a whole. Also, no part of the
net earnings can inure o the benefit of any pri-
vate sharehoider or individual.

In addition, a perpetual care organization
not operated for profit, bul established as a civic
enterprise o mairtain and administer funds, the
income of which is devoted exclusively to the
perpetual care and maintenance of an aban-
doned cemetery as a whole, may qualify for ex-
emption.

Care of individual piots, When funds are
received by a cemetery company for the perpet-
ual care of an individual lot or crypt, a frust is
cregted that is subject o federal income tax.
Any trust income thal is used or permanently
set aside for the care, maintenance, or beautifi-
cation of a particular family burial lof or mauso-
leum crypt isn'l deductible in compuling the
trust's taxable income.

Common and preferred stock. A cemetery
company that issues common stock can gualify
for exemption only if no dividends may be paid.
The payment of dividends must be legally pro-
hibited either by the corporation's charter or by
applicable state law.

Generally, a cemgtery company or cremaio-
rium isn't exempt if it issues preferred stock.
However, it can still be exempt if the preferred
stock was issued before November 28, 1978, or
was issued after that date under a writlen plan
adopted before that date. The adoption of the
plan must be shown by the acts of the responsi-
ble officers and appear on the official records of
the organization.

The preferred stock issued either before No-
vember 28, 1978, or under a plan adopted be-
fore that date, must meet all the following re-
guirements.

1. The preferred siock entitles the holders o
dividends at a fixed rate thal isnt more
than the greater of the legal rate of inferest
in the state of incorporation or 8% a year
on the value of the consideration for which
the stock was issusd.

2. The organization's articles of incorporation
require:

a. That the preferred siock be refired at
par as rapidly as funds become avail-
abile from operations, and
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b. That all funds not required for the pay-
ment of dividends on or for the retire-
ment of preferred stock be used by
the company for the care and im-
provermnent of the cemetery property.

Tax treatment of donations. Donations o ex-
empt cemelery companies, corporations char-
tered solely for human burigl purposes, and
perpetual care funds (operated in connection
with such exempt organizations) are deductible
as charitable contributions on the donor's fed-
eral income tax return. However, a donor can't
deduct a coniribution made for the perpelual
care of a particular lot or crypl. Payments made
o a cemetery company or corporation as part of
the purchase price of a burial ot or crypt,
whether irrevocably dedicaled o the perpetual
care of the cemetery as a whole or earmarked
for the care of a particular lot, are also nol de-
ductible.

501(c)(14) - Credit
Unions and Other Mutual
Financial Organizations

If yvour organization wants to oblain recognition
of exemption as a credit union without capiial
stock, organized and operated under state law
for mutual purposes and without profit, it must
file an application thal includes the facts, infor-
mation, and atiachments described in this sec-
tion. In addition, it should follow the procedures
o

Federal credit unions organized and oper-
ated in accordance with the Federal Credit Un-
ion Act, as amended, are instrumentalities of
the United States and, therefore, are exempt
under section 501(c){1). They are included in a
group exemption letler issued to the National
Credit Union Administration. They aren't dis-
cussed in this publication.

State-chartered credit unions and other mu-
fual financial organizations file applications for
recognition of exemption from federal income
tax under section 801(c}{14). The other mutual
financial organizations musi be corporations or
associations without capital stock organized be-
fore Seplember 1, 1957, and operated for mu-
tual purposes and without profit to provide re-
serve funds for, and insurance of, shares or
deposits in:

1. Domestic building and loan associations,

2. Cooperative banks {without capital stock)
organized and operated for mutual purpo-
ses and without profit,

3. Mulual savings banks {not having capital
stock represenied by shares), or

4. Mutual savings banks described in section
591(b).

Similar organizations, formed befors Seplem-
ber 1, 1957, that provide reserve funds for (but
not insurance of shares or deposits in) one of
the types of savings institutions described in
{1}, {2}, or (3} above may be exempt from tax if
85% or more of the organization’s incomse is

from providing reserve funds and from invest-
ments. There is no specific restriction against
the issuance of capital stock for these organiza-
tions.

Building and loan associations, savings and
lcan associations, mutual savings banks, and
cooperative banks, other than those described
in this section, aren't exempt from tex. How-
ever, cerlain corporations organized and oper-
ated in conjunction with farmers' cooperatives
can be exempt under section 521.

Application form. The IRS doesn't provide a
printed application form for the use of organiza-
tions described in this section. Any form of writ-
ten application is acceptable as long as it
shows the information indicated in this section
and includes a declaration that it is made under
the penalties of perjury. The application must
be submitied in duplicate.

State-Chartered
Credit Unions

Your organization must show on iis application
that it is formed under a state credit union law,
the stale and date of incorporation, and that the
state credit union law with respect to loans, in-
vestments, and dividends, if any, is being com-
phied with.

A form of statement fumished o applicants
iy the Credit Union National Association is ac-
ceptable in meeting the application require-
ments for credit unions, and may be used in-
stead of the statement form of application just
described. The following is a reproduction of
that form.

Claim for Exemption from Federal Income
Tax {Date} The undersigned

{Complete name) Credit Union,
ne., {Complete address, includ-
ing street and number), a credit union operating
under the credit union law of the Siate of

, claims exemption from federal
income tax and supplies the foliowing informa-
tion relative {o its operation.

1. Date of incorporation

2. Wtwas incorporated under the credit union
law of the Siate of ,and is
being operated under uniform bylaws
adopted by said siate.

3. In making loans, the state credit union law
requirements, including their purposes,
security, and rate of inferest charged
therson, are complied with.

4. lis investments are limited o securities
which are legal investments for credit un-
ions under the state credit union law.

5. Hs dividends on shares, if any, are distrib-
uted as prescribed by the state credif un-
ion law.

I, the undersigned, a duly authorized officer of
the Credit Union, Inc., de-
clare that the above information is a true state-
ment of facts concerning the credit union.

Officer Title

Signature  of
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Other Mutual
Financial Organizations

Every other organization included in this section
must show in its application the state in which
the organization is incorporated and the date of
incorporation; the character of the organization;
the purpose for which it was organized; its ac-
tual activities; the sources of its receipis and the
disposition thereof, whether any of its income
may be credited to surplus or may benefit any
privaie shareholder or individual, whether the
law relating to Ioans, invesiments, and divi-
dends is being complied with; and, in general,
all facts relating to its operations that affect ifs
right to exemption.

The application must include detailed infor-
mation showing either that the organization pro-
vides both reserve funds for and insurance of
shares and deposits of its member financial or-
ganizations or that the organization provides re-
serve funds for shares or deposits of its mem-
bers and 85% or more of the organization's
income is from providing reserve funds and
from investments. There should be attached a
conformed copy of the articles of incorporation
or other document seiting forth the permitied
powers or aclivities of the organization; the by-
laws or other similar code of regulations; and
the latest annual financial statement showing
the receipts, disbursements, assets, and liabili-
ties of the organization.

501{¢){(19) - Veterans'
Organizations

A post or organization of past or present mem-
bers of the Armed Forces of the United States
rmust file Form 1024 {o apply for recognition of
exemption from federal income tax. You should
follow the general proceduras outlined in chap-
fer 1. The organization must also meel the qual-
ifications described in this section.

Examples of groups that qualify for exemp-
tion are posts or auxiliaries of the American Le-
gion, Veterans of Foreign Wars, and similar or-
ganizations.

To qualify for recognition of exemption, your
application should show:

1. That the post or organization is organized
in the United Stales or any of its posses-
sions,

2. That at least 75% of the members are past
or present members of the U.S. Armed
Forces and that at least 97.5% of all mem-
bers of the organization are past or
present members of the U.8. Armed
Forces, cadets (including only students in
college or university ROTC programs or at
armed services academies) or spouses,
widows, widowers, ancesiors, or lineal de-
scendants of any of those listed here, and

3. Thatno part of net earnings inurs to the
benefit of any private sharsholder or indi-
vidual.

In addition o these requiremenis, a veler-
ans' organization also must be operated
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exclusively for one or more of the following pur-
poses.

1. To promote the social welfare of the com-
munity (that is, to promole in some way
the common good and general welfare of
the people of the community).

2. To assist disabled and needy war veler-
ans and members of the U.5. Armed
Forces and their dependents and the wid-
ows and orphans of deceased velerans.

3. To provide entertainment, care, and assis-
tance to hospitalized veterans or members
of the U.S. Armed Foross.

4. To carry on programs o perpetuate the
memory of deceased velerans and mem-
bers of the Armed Forces and to comfort
their survivors.

8. To conduct programs for religious, charita-
ble, scientific, literary, or educational pur-
poses.

8. To sponsor or parlicipate in activities of a
pairiotic nature.

7. To provide insurance benefits for its mem-
bers or dependenis of its members or
both.

8. To provide social and recreational activi-
ties for its members.

Auxiliary unit. An auxiliary unit or society of a
veterans' organization can apply for recognition
of exemption provided that the veterans' organi-
zation (parent organization) meeis the reguire-
menis explained sarlier in this section. The aux-
ifiary unit or society must also mest all the
following additional requirements.

1. ltis affiliated with, and organized in ac-
cordance with, the bylaws and regulations
formulated by the parent organization.

o

Atleast 75% of its members are either
past or present members of the U.S.
Armed Forces, spouses of those mem-
biers, or related {o those members within
two degrees of kinship (grandparent,
brother, sister, and grandchild represent
the most distant allowable relationship).

3. Ali of its members either are members of
the parent organization, spouses ofa
member of the parent organization, or re-
lated to a member of such organization
within two degrees of kinship.

4. No partof its net earnings inure to the ben-
efit of any private shareholder or individ-
ual.

Trusts or foundations. Trusts or foundations
for a veterans' organization also can apply for
recognition of exemption provided that the pa-
rent organization meets the requirements ex-
plained earlier. The trust or foundation must
also meet all the following qualifications.

1. The trust or foundation is in existence un-
der local law and, if itis organized for char-
itable purposes, has a dissolution provi-
sion similar to charitable organizations.
(See Arficies of Organization in chapter 3
of this publication.}

2. The corpus or income can' be diverted or
used other than for:
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a. The funding of a velerans' organiza-
fion, described in this section,

b. Religious, charitable, scientific, liter-
ary, or educational purposes or for the
prevention of cruelty to children or an-
imals, or

¢. Aninsurance sef aside.

3. The trustincome isn't unreasonably accu-
mulated and, if the trust or foundation isn't
an insurance set aside, a substantial por-
tion of the income is in fact distributed to
the parent organization or for the purposes
described in item 2(b).

4. His organized exclusively for one or more
of the purposes listed earlier in this seclion
that are specifically applicable to the pa-
rent organization.

Tax treatment of donations. Donalions fo
war veterans' organizations are deductible as
charitable contribulions on the donor's federal
income tax returm. At least 0% of the organiza-
tion's membership must consist of war veter-
ans. The term war velerans means persons,
whether or not preseni members of the U.S.
Armed Forces, who have served in the U5,
Armed Forces during a period of war (including
the Korean and Vietnam confiicts, the Persian
Guif war, and later declared wars).

501(c)(21) - Black Lung
Benefit Trusts

If your organization wishes o obtain recognition
of exemplion as a black lung benefit frust, it
must file its application by letter and include a
copy of its trust instrument. The general proce-
dures o follow for oblaining recognition are dis-
cussed in chapter 1 of this publication. This
section describes the additional (or specific) in-
formation o be provided upon application.

Reguirements. A black lung benefif frust that
is established in wriling, created or organized in
the United Stales, and coniributed o by any
person (except an insurance company) will
qualify for tep-exempt staius if it meets both of
the following requirements. The trust must be ir-
revocable and there can be no right or possibil-
ity or reversion of the corpus or income of the
frust fo the coal mine operator or other crealor,
except that the crealor may recover excess
contributions.

1. lts only purpose is:

a. To satisty in whole or in part the liabil-
ity of that person (generally, the coal
mine operator contributing to the trust)
for, or with respect io, claims for com-
pensation arising under federal or
state statutes for disability or death
due to pneumoconiosis,

b. To pay the premiums for insurance
that covers only that liability,

<. To pay the administrative and other
incidental expenses of that trust (in-
cluding legal, accounting, actuarial,
and trustee expensas) in conneclion
with the operation of the trust and pro-
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cessing of black lung claims against
such person arising under federal or
state statuies, and

d. To pay accident and health benefits or
insurance premiums and other admin-
istrative expenses for refired coal min-
ers and their spouses. The amount of
assets available for such use is gener-
ally limited to 110% of the present
value of the liability for black lung ben-
efits.

2. No partof its assels can be used for, or di-
verted {o, any purposes other than:

a. The purposes described in 1,

b. Payments into the Black Lung Disabil-
ity Trust Fund or into the general fund
of the U.5. Treasury {other than in sat-
isfaction of any tax or other civit or
criminal liability of the person who es-
iablished or coniributed o the frust),

¢. Invesiment in public debt securilies of
the U.S,, obligations of a stale or local
government that aren't in default as to
principal or interest, or time or de-
mand deposits in a bank or an insured
credit union located in the United
States. (These investmenis are re-
stricted to the extent that the frustee
determines that a portion of the as-
sets isn't currently needed for the pur-
poses described in 1.)

An annual information return is required of ex-
empt trusis described in seclion 501{ci21).
Form 990-BL., Information and Initial Excise Tax
Return for Black Lung Benefit Trusts and Cer
{ain Related Persons, must be used for this pur-
pose. A trust that normally has gross receipis in
esach tax vear of no more than $50,000 is ex-
cepted from this filing requirement. However, it
must submit an annual slectronic notice, Form
990-N (e-Posteard).

Excise taxes. See Chapter 5 for informa-
tion on the excise tax that may be imposed on
the organization.

Tax treatment of donations. Conlributions by
a taxpayer (generally, the coal mine operalor) i
a black lung benefit trust are deductible for fed-
eral income {ax purposes under section 192
The deduction is limited, and any excess coniri-
butions are subject to an excise tax of 5%. Form
8069, Heturn of Fxcise Tax on Excess Contri-
butions fo Black Lung Benefit Trust Under Sec-
tion 4953 and Computation of Section 192 De-
duction, is used to compule the allowable
deduction and any excise tax liability. The form
doesn't have to be filed if there is no excise tax
liability. For more information about these con-
tributions, see Form 6069 and its instructions.

501(c)(2) - Title-Holding
Corporations for Single
Parent Corporations

It your organization wanis 1o oblain recognition

of exemption from federal income {ax as a cor-
poration organized io hold title to property,
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collect income from that property, and turn over
the entire amount less expenses o a single pa-
rent organization that is exempt from income
tax, it must file s application on Form 1024.
The information o submit upon application is
described in this section. For a discussion of
the procedures for obtaining recognition of ex-

You must show that your organization is a
corporation. If you are in doubt as to whether
your organization qualifies as a corporation for
this purpose, contact your IRS office.

A title-holding corporation will gualify for ex-
emption only if there is effective ownership and
control over it by the distributee exempt organi-
zation. For example, the distributee organiza-
tion may control the title-holding corporation by
owning its voling siock or possessing the power
to select nominges o hold its voting stock.

Corporate charter. The corporale charter
must confine the purposes and powers of your
organization o holding litle to property, collect-
ing income from the properly, and fuming the
income over to an exempt organization. if the
charter authorizes your organization o engage
in activities that go bevond these limits, its ex-
ermption may not be recognized even if its ac-
tual operations are so limited. If your organiza-
fior's original charter doesn'l limit s powers,
you can amend the charter to conform to the re-
quired limits and submit evidence with your ap-
plication that the charter has been amended.

Payment of income. You must show that yvour
corporation is required {o turn over the entire in-
come from the properly, less expenses, to one
or more exempt organizations.

Actual payment of the income is required. A
mere obligation to use the income for the ex-
empt organization's benefil, or the fact that such

organization has control over the income
doesn't satisfy this requirement.
Expenses. Expenses may reduce the

amount of income required to be tumed over o
the tax-exempt organization for which your or-
ganization holds property. The lerm expenses
(for this purpose) includes not only ordinary and
necessary expenses paid or incurred, but also
reasonable additions to depreciation reserves
and other reserves that would be proper for a
business corporation holding title to and main-
taining property.

in addition, the tifle-holding corporation can
retain part of iis income each vear {o apply 1o
debt on properly to which it holds litle. This
fransaction is treated as if the income had been
turned over o the exempt organization and the
latter had used the income fo make a contribu-
tion to the capital of the title-holding corporation
that in furn applied the contribution to the debt.

Waiver of payment of income. Generally,
there is no payment of rent when the occupant
of property held by vour title-holding corporation
is the exempt organization for which your cor-
poration holds the title. In this situation, the stat-
utory requirement that income be paid over o
the exempt organization is satisfied if your cor-
poration furns over whatever income is availa-
ble.

Application for recognition of exemption. In
addition {o the information required by Form
1024, the title-holding corporation must furnish
evidenos that the organization for which title is
held has obtained recognition of exempt stalus.
if that organization has not been specifically no-
tified in writing by the IRS that it is exempt, the
title-holding corporation must submit the neces-
sary application and supporting documents fo
snable the IRS to determine whether the organ-
ization for which title is held qualifies for exemp-
tion. A copy of a ruling or determination letter is-
sued to the organization for which fitle is held
will be proof that it gualifies for exemption. How-
ever, untll the organization for which title is heid
obiaing recognition of exempt status or proof is
submitted o show that it qualifies, the tille-hold-
ing corporation can't obtain recognition of ex-
emption.

Tax treatment of donations. Donalions fo an
sxempt title-holding corporation generally aren't
deductible as charitable contributions on the
donor's federal income fax return,

501(c)(25) - Title-Holding
Corporations or Trusis
for Multiple Parent
Corporations

It your organization wanis 1o oblain recognition
of exemption from federal income {ax as an or-
ganization organized for the exclusive purpose
of acquiring, holding title to, and collecting in-
come from real property, and tuming over the
entire amount less expenses o member organi-
zations exempt from income tex, it should file its
application on Form 1024, For a discussion of
the procedures for obtaining recognition of ex-

Who can control the organization. Organi-
zgtions recognized as exempt under this sec-
tion can have up to 35 shareholders or benefi-
ciaries, in contrast fo title-holding organizations
recognized as exempt under section 501(c}(2),
which can have only one controlling parent or-
ganization.

Organizational requirements. A 501{c)}(25)
organization must be sither a corporation or a
frust. Only one class of stock is permilted in the
case of a corporation. in the case of a trust, only
one class of beneficial interest is aliowed.

Organizations eligible 1o acquirs or hold in-
ferests in this type of title-holding organization
are gualified pension, profit-sharing, or stock
bonus plans, governmental plans, governments
and their agencies and instrumentalities, and
charitable organizations.

The articles of incorporation or irust insiru-
ment must include provisions showing that the
corporation or trust is organized o mest the re-
guirements of the siatute, including compliance
with the limilations on membership and classes
of stock or beneficial interest, and compliance
with the income distribution requirements. The
organizing document must permit the organiza-
tion's shareholders or beneficiaries to dismiss
the organization's investment advisor, if any,
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upon a vole of the shareholders or beneficiaries
holding a majority interest in the organization.

The organizing docurment must permit the
shareholders or beneficiaries to terminate their
interests by at least one of the following meth-
ods.

1. By selling or exchanging their stock or
heneficial interest to any organization de-
scribed in seclion 301{c){(25)(C}, provided
that the sale or exchange doesn't cause
the number of shareholders or beneficia-
ries to exceed 35.

2. By having their stock or beneficial inferest
redeemed by the section 301(c)(28) or-
ganization upon 90 days notice.

if stale law prevents a corporation from includ-
ing in its articles of incorporation the above pro-
visions, such provisions must instead be inclu-
ded in the bylaws of the corporation.

A B801(c}{25) organization can be organized
as a nonstock corporation if its articles of incor-
poration or byvlaws provide members with the
same rights as described above.

Subsidiaries. A wholly owned subsidiary won't
be treated as a separate corporation, and all as-
sets, liabilities, and items of income, deduction,
and credit will be treated as belonging o the
section 501{c}25) organization. Subsidiaries
shouldn't apply separately for recognition of ex-
emption.

Tax treatment of donations. Donations io an
exempt title-holding corporation generally aren't
deductible as charitable coniributions on the
donor's federal income tax retum.

Unrelated Business Income

in general, the receipt of unrelated business in-
come by a section 501(c)}{(25) organization will
subject the organization {o loss of exempt sta-
ius since the organizaiion can't be exempt from
texation if it engages in any business other than
that of holding title io real property and collect-
ing the income from the property. However, ex-
empt status generally won't be affected by the
receipt of debt-financed income that is treated
as unrelated business taxable income solely
because of section 514.

Under section 514{c}{9), certain sharehold-
ers or beneficiaries aren't subject io unrelated
debt-financed income tax under section 514 on
their invesiments through the organization.
These shareholders are generally schools, col-
leges, universilies, or supporting organizations
of such educational institutions. Organizations
other than these will take into account as gross
income from an unrelated trade or business
their pro rata share of income that is treated as
unrelated debt-financed income because sec-
tion 514{c}(9) doesn't apply. These organiza-
tions will also take their pro rata share of the al-
lowable deductions from unrelaied taxable
income.

Real property. Real property can include per-
sonal properly leased in connection with real
property, but only if the rent from the personal
properly isn't more than 15% of the toial rent for
both the real property and the personal

property.
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Real property acquired afler June 10, 1887,
can't include any interest as a tenant in com-
mon {or similar interest) or any indirect interest.

501(c)(286) -
State-Sponsored
High-Risk Health
Coverage Organizations

A slate-sponsored organization established io
provide medical care 1o high-risk individuals
shiould apply by letter for recognition of exemp-
tion from federal income fax under section
501{c)(286).

To qualify for exemption, the organization
must be a membership organization estab-
lished by a state exclusively to provide cover-
age for medical care on a nonprofit basis to
high-risk individuals who are state residents. it
can provide coverage either by issuing insur-
ance iiself or by entering into an arrangement
with a health maintenance organization (HMO).

The state must delermine the composition of
membership in the organization. No part of the
net earnings of the organization can inure to the
hensfit of any privale shareholder or individual.

High-risk individuals. These are individuals,
their spouses and qualifying children, who, be-
cause of a pre-existing medical condition:

1. can't get medical care coverage for that
condition through insurance or an HMO, or

2. Can get coverage for that condition only at
arate that is substantially higher than the
rate for the same coverage from the
state-sponsored organization.

501(c)(27) - Qualified
State-Sponsored
Workers' Compensation
Organizations

501{ci(273{A) - Pre-dune 1, 1988, Organiza-
tions. A stale-sponsored workers' compensa-
tion reinsurance organization should apply by
letier for recognition of exemption from federal
income {ax under section 501{c}{(27).

To qualily for exemption, any membership
organization must meet all the following require-
ments.

1. It was established by a stale before June
1, 1996, exclusively fo reimburse s mem-
bers for losses under workers' compensa-
tion acts.

2. The state requires that the membership
consist of all persons who issug insurance
covering workers' compensation losses in
the state and all persons and govemnment
entities who self-insure against those los-
585,

3. lt operates as a nonprofit organization by
returning surplus income to its members
or workers' compensation policyholders
on a periodic basis and by reducing initial
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premiums in anticipation of investment in-
come.

501{ci(273{B) -~ Organizations formed after
December 31, 1887. Any organization (includ-
ing a mutual insurance company) can qualify for
exemption if it meets all of the following require-
ments.

1. ltis created by state law and is organized
and operaled under slale law exciusively
to:

a. Provide workmen's compensation in-
surance which is required by state law
or state faw must provide significant
disincentives if employers fail to pur-
chase such insurance, and

b. Provide related coverage which is in-
cidental o workmen's compensation
insurance.

2. ltprovides workmen's compensation in-
syrance o any emplover in the staie (for
employees in the siate or temporarily as-
signed out-of-staie) which sesks such in-
surance and meets other reasonable re-
gquirements relating io the insurance.

3. The state makes a financial commitment
to such organization sither by extending
its full faith and credit to the initial debt of
the organization or by providing the initial
operating capiial of the organization.

4. The assets of the organization revert o the
state upon dissolution or the organization
isn't permitted {o dissolve under state law.

5. The majority of the board of directors or
oversight body of such organization are
appointed by the chief executive officer or
other executive branch official of the state,
by the state legislaiure, or by both.

501(c){(29) - CO-OP
Health Insurance Issuers

This includes a qualified nonprofit health insur-
ance issuer which has received a loan or grant
under the CO-CP Program under this section of
the Code.

New Guidance for IRC
501(c)(29) Qualified
Nonprofit Health
insurance lssuers

Section 501(c)(29), added io the Code by sec-
tion 1322(hy(1) of the Affordable Care Act, pro-
vides for the exemption of qualified nonprofit
health insurance issuers (QNHils} that have re-
ceived a loan or grant under the Centers for
Medicare and Medicaid Services (CMS)
CO-0OP program for periods that they meet both
the requirements of section 1322 of the Afforda-
ble Care Act and of any loan agreement with
CMS3. The CC-OP program provides loans and
repayable granis to foster the creation of mem-
ber governed QNHils that will operate with a
strong consumer focus and offer qualified
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health insurance plans. Notice 2011-23,
2011-13 LR.B. 888, discussed requirements for
tax exemptiion for QNHils described in new in-

on the annual filing requirement for organiza-
tions that intend to apply for recognition of sec-
fion 501(c){29) status. Rev. Proc. 2015-17,
2015-7 LR.B. 599, sets out the procedures for
issuing determination letiers on the exempt sta-
us of QNHiis and provides guidance on the ef-

factive dale of exempt stalus. Hev. Froc

General Requirements
for Exemption under
501(c)(29) and Annual
Filing Requirement

in general, section 501(c)(29) applies to certain
organizations receiving loans or repayable
grants under the CO-OP program. An organiza-
tion will qualify for exemption under section
5C1{c}{28) only if:

# The organization has received aloanora
repayable grant under the CO-0OP program
and is in compliance with all requirements
of the CO-OP program and any agreement
with CMS;

® The organization has applied for recogni-
tion of exemption;

& No part of the organization’s net earnings
inures {o the benefit of any private share-
holder or individual, except that the organi-
zation is required by section 1322{c}{4) of
the Affordable Care Actto use its profits to
lower premiums, improve bensfits or im-
prove the quality of health care delivered to
its members;

® No subsiantial pari of the organization’s
activilies involves atiempts fo influence
legisiation; and

® The organization doesn't participate or in-
tervene in political campaigns. See Rev.
Proc. 2015-17 for complete instructions for
filing exemption applications.

Additional Guidance for
Prospective 501(¢c){(29)
Organizations

An organization claiming exempt status under
section 501(c)(29) that intends 1o file an appli-
cation for recognition of exemption should be-
gin filing Form 880, Retumn of Organization Ex-
empt from income Tax, and indicate on its
return that it has not yet received a delerming-
tion letter. In addition fo the general information
required on Form 990, these organizations
must report certain information regarding re-
guired reserves.
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Introduction

An excise tex may be imposed on ceriain
tax-exempt organizations.

Topics
This chapier discusses:

Prohibited tax shelter transactions

Excess benefit transactions

Excess business holdings

Taxable distributions of sponsoring

organizations

® Taxes on prohibited benefits distributed
from donor advised funds

& [Excise taxes on private foundations

® Excise texes on 501(¢c)(21) black lung
benefit frusts

® Excise Tax on Failure to Meet the

Community Health Needs Assessment

Requirements of Hospitals

@ 8 & 8

Useful ltems
You may want io see:

Forms {(and instructions}

1 4720 Retum of Ceriain Excise Taxes
Under Chapters 41 and 42 of the
Internal Revenue Code

See chapter 6 for more information about get-
ting Form 4720,

Prohibited Tax Shelter
Transactions

Section 4865 imposes an excise {ax on:

& Corlain tax-exempt entiies that are party
to prohibited tax shelter transactions, and

& Any entity manager who approves or oth-
erwise causes the entily to be apartytoa
prohibited tax shelter transaction and
knows or has reason o know that the
transaction is a prohibited tax shelter trans-
action,

Additionally, section 8033 provides new disclo-
sure requirements on a tax-exempt entity that is
a party to a prohibited tax shelter fransaction.

Tax-exempt entities. Tax-exempt entilies that
are subject to section 4965 include:

1. Entities described in section 301(¢), in-
cluding but not limited to the following
common types of entities:

a. Instrumentalifies of the United
States described in section 501(c){1);

b, Churches, hospitals, museums,
schools, scientific research organiza-
fions, and other charities described in
section 501(c)(3)

c. Civic leagues, social welfare organi-
zations, and local associations of em-
ployees described in section 501(c)
{4

d. Labor, agricultural, or horlicultural
organizations described in section
B01(c)(5);

e. Business leagues, chambers of
commerce, frade associalions, and
ather organizations described in sso-
tion 801(c}8B};

f. Voluniary employees' beneficiary
associations (VEBAs) described in
section 501(cH(9);

g. Credit unions described in section
501(cy(14);

i Insurance companies described in
section 501(c){(15); and

i. Velerans' organizations described
in section 501{c)(19}.

2. Religious or apostolic associations or cor-
porations described in section 501(d).

3. Entities described in section 170(c), in-
cluding stales, possessions of the United
States, the District of Columbia, political
subdivisions of states and political subdivi-
sions of possessions of the United States
{but not including the United Staies).

4. Indian tribal governmentis within the mean-
ing of section 7701(a)}{40).

Entity manager. An entity manager is any per-
son with authority or responsibility similar to that
exercised by an officer, director, or trustes, and,
for any act, the person that has authority or re-
sponsibility with respect o the prohibited trans-
action.

Prohibited tax shelter ransaction. A pro-
hibited tax shelter transaction is any listed
fransaction, within the meaning of section
6707A(cH2), and any prohibited reporiable
transactions. A prohibited reportable {ransac-
fion is a confidential transaction within the
meaning of Regulations section 1.6011-4(b}(3},
and a transaction with confractual protection
within the meaning of Regulations section
1.68011-4(b}{4). See the Instructions for Form
8886-T for more information on listed transac-
tions and prohibited reporiable transactions.

Subsequently listed transaction. Any frans-
action to which the tax-exempt entily is a party
and is later determined fo be a listed transaction
after the entily has become a party to it, is a
subsequently listed transaction.

Entity Level Tax

Section 4985(a)(1) imposes an entily level ex-
cise tax on any tax-exempt entity described in
t, 2, 3, or 4 above that becomes a party {o a
prohibited tax shelier transaction oris a party io
a subsequently listed fransaction (defined sar-
lier). The excise tax imposed on a tax-exempt
entity applies to tax years in which the entity be-
comes a parly to the prohibited tax shelter
fransaction and any subsequent tax years. The
amount of the excise tax depends on whether
the tax-exemnpt entity knew or had reason o

know that the transaction was a prohibited {ax
shelter transaction at the time it became a party
o the ifransaction.

To figure and report the excise tax imposed
on g tax-exempt entity for being a party 1o a pro-
hibited tax shelter transaction, file Form 4720,

For more information about this excise tax,
including information about how it is figured,
see the instructions for Form 4720,

Manager Level Tax

Section 4965(a}2) imposes an excise fax on
any tax-exempt entity manager who approves
or otherwise causes the enlitytobe apartyic a
prohibited tex shelier transaction and knows (or
has reason to know) that the transaction is a
prohibited {ax shelter fransaction. The excise
fax, in the amount of $20,000, is assesssad for
each approval or other act causing the organi-
zation to be a party to the prohibited tax shelter
transaction. To report this tax, file Form 4720,

Excess Benefit
Transactions

Excise tax on excess benefit transactions.
A disqualified person who benefits from an ex-
cess benefit fransaction, such as compensa-
tion, fringe beneiits, or contract paymenis from
certain section 501(c)(3), 501(c)}{4), or 501(c)
{29) organizations, must correct the fransaction
and may have o pay an excise {ax under sec-
tion 48588. A manager of the organization may
also have fo pay an excise iax under section
43858. These taxes are reporied on Form 4720,

The excise taxes are imposed if an applica-
ble tax-exempt organization provides an excess
benefit io a disgualified person and that benefit
exceeds the value of the benefit received in ex-
change.

There are three taxes under section 4958,
Disqualified persons are liable for the first two
texes and certain organization managers are li-
able for the third tax.

Taxes imposed on excess benefil ransac-
tions don't apply fo a transaction under a written
contract thal was binding on Seplember 13,
1995, and at all times thereafter before the
fransaction occurred.

Tax on Disqualified Persons

An excise {ax equal to 25% of the excess bene-
fit is imposed on sach excess benefit ransac-
tion between an applicable tax-exempt organi-
zation and a disqualified person. The
disqualified person who benefited from the
transaction is liable for the tax. See definition of
Disqualified person, later at Disguglifiod person,

Additional tax on the disgualified person. if
the 25% tax is imposed and the excess benefit
transaction isn't corrected within the {axable pe-
riod, an additional excise tax egual to 200% of
the excess benefit is imposed on any disquali-
fied person inveolved.

if a disqualified person makes a payment of
less than the full correction amount, the 200%
tax is imposed only on the unpaid portion of the
Excise Taxes
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correction amount. If more than one disqualified
person received an excess benefit from an ex-
cess benefit fransaction, all such disqualified
persons are jointly and severally liable for the
faxes.

To avoid the 200% tax, a disqualified person
must correct the excess benefit transaction dur-
ing the taxable period. The 200% tax is abated
(refunded if collected) if the excess benefit
transaction is corrected within a 90-day correc-
tion period beginning on the date a staiutory no-
tice of deficiency is issued.

Taxable period. The taxable period means
the period beginning with the date on which the
excess benefil transaction occwrs and ending
on the earlier of:

& The date anotice of deficiency was mailed
to the disqualified person for the initial tax
on the excess benefit transaction, or

# The date on which the initial tax on the ex-
cess benefit transaction for the disqualified
person is assessed.

Tax on Organization
Managers

if e is imposed on a disqualified person for
any excess benefit transaction, an excise tax
equal to 10% of the excess benefit is imposed
on an organization manager who knowingly
participated in an excess benefil transaction,
unless such participation wasn't willful and was
due to reasonable cause. This tax can't exceed
$20,000 (310,000 for fransactions entered in a
{ax vear beginning before August 18, 2008), for
each iransaction. There is also joint and several
liability for this tex. A person can be liable for
both the tax paid by the disqualified person and
the organization manager tax for a particular ex-
cess benefit transaction.

Organization Manager. An organization man-
ager is any officer, direclor, or trustes of an ap-
plicable tax-exempt organization, or any individ-
ual having powers or responsibilities similar to
officers, directors, or trustees of the organiza-
fion, regardiess of title. An organization man-
ager isn't considered o have participated in an
excess benefit tfransaction where the manager
has opposed the fransaction in a manner con-
sistent with the fulfiliment of the manager's re-
sponsibiliies o the organization. For example,
a director who votes against giving an excess
benefit would ordinarily not be subject to the
10% tax.

A person participates in a fransaction know-
ingly if the person:

# Has actual knowledge of sufficient facts so
that, based solely upon those facts, such
transaction would be an excess benefit
transaction;

@ s aware that such a transaction under
these circumsiances may violate the provi-
sions of federal tax law governing excess
benefit transactions; and

# Negligently fails to make reasonable at-
tempts to ascertain whether the transac-
tion is an excess benefit transaction, or the
manageris infactaware thal itissuch a
fransaction.

Knowing doesn't mean having reason io know.
The crganization manager ordinarily won't be
Excise Taxes
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considered knowing i, affer full disclosure of
the faciual situation to an appropriate professio-
nal, the organization manager relied on the pro-
fessional's reasoned writlen opinion on matiers
within the professional's expertise or if the man-
ager relied on the fact that the requirements for
the rebutiable presumption of reascnableness
have been satisfied. Participation by an organi-
zation manager is willful if it is voluntary, con-
scious, and intentional. An organization manag-
er's participation is due o reasonable cause if
the manager has exercised responsibility on be-
half of the organization with ordinary business
care and prudence.

Excess Benefit Transaction

An excess benefit transaction is a transaction in
which an economic benefil is provided by an
applicable iax-exempt organization, directly or
indirectly, to or for the use of any disqualified
person, and the value of the economic benefit
provided by the organization exceeds the value
of the consideration (including the performance
of services) received for providing such benefil.
The excess benefit ransaction rules apply to all
transactions with disgualified persons, regard-
less of whether the amount of the benefit provi-
ded is determined in whole or in part by the rev-
enues of one or more activiies of the
organization.

To determine whether an excess benefit
transaction has occurred, all consideration and
benefils exchanged between a disqualified per-
son and the applicable tax-exempt organiza-
tion, and all entities it controls, are taken inio
account. For purposes of determining the value
of economic benefils, the value of property, in-
cluding the right to use property, is the fair mar-
ket value. Fair market value is the price at which
property, or the right to use property, would
change hands between a willing buyer and a
willing seller, neither being under any compul-
sion to buy, sell, or transfer property or the right
to use property, and both having reasonable
knowledge of relevant facts.

Donor advised fund transactions ocourring
after August 17, 2008. For a donor advised
fund, an excess benefit fransaction includes a
grant, loan, compensation, or other similar pay-
ment from the fund to a
# [Donor or donor advisor,
& Family member of a donor, or donor advi-
sor,
& 35% controlled entity of a donar, or donor
advisor, or
® 35% controlled entity of a family member
of a donor, or donor advisor,

The excess benefit in this transaction is the
amount of the grant, loan, compensation, or
other similar payment. For additional informa-
tion, see the Instructions for Form 4720,

Supporiing organization transactions oo-
curring after July 25, 2006. For any support-
ing organization, defined in section 509(a)(3),
an excess benefit transaction includes grants,
loans, compensation, or other similar payment
provided by the supporting organization io a:

® Substaniial contributor,

& Family member of a substantial contribu-

tor,

® 35% controlled entity of a substantial con-
tribulor, or

®  35% controlled entity of a family member
of & substantial contributor.

Additionally, an excess benefit fransaction
includes any loans provided by the supporting
organization to a disqualified person (other than
an organization described in section 508{a}(1),
(@), or (4)).

The excess benefit for substantial contribu-
tors and parties related to those contributors in-
cludes the amount of the grant, loan, compen-
sation, or other similar payment. For additional
information, see the Instructions for Form 4720.

Excess benefit transaction rules generally
don't apply to transactions between a support-
ing organization and its supported organization
described in section 501(c){(4), {8}, or (6) in fur-
therance of charitable purposes.

Date of Occurrence

An excess benefit fransaction occurs on the
date the disqualificd person receives the eco-
nomic benefit from the organization for federal
income tax purpeses. Howsever, when a single
contractual arrangement provides for g series of
compensation or other paymenis to or for the
use of a disqualified person during the disquali-
fied person's tax year, any excess benefit trans-
action with respect to these paymenis occurs
on the last day of the taxpayer's tax ysar.

in the case of benefils provided to a quali-
fied pension, profit-sharing, or stock bonus
plan, the fransaction occurs on the date the
benefit is vested. In the case of the transfer of
property subject to a substantial risk of forfei-
ture, or in the case of rights to future compensa-
tion or property, the transaction occurs on the
date the property, or the rights {o future com-
pensaiion or property, isn't subject io a substan-
tial risk of forfeilure. Where the disqualified per-
son elects to include an amount in gross
income in the tax year of transfer under section
83(b}, the excess benefit transaction occurs on
the date the disqualified person receives the
economic benefit for federal income tax purpo-
588,

Correcting the excess benefil. An excess
benefit transaction is comected by undoing the
excess benefit to the extent possible, and by
taking any addilional measures necessary o
place the organization in a financial position not
worse than what it would have been if the dis-
aqualified person were dealing under the highest
fiduciary standards.

A disqualified person comrects an excess
benefit by making a payment in cash or cash
equivalents, excluding payment by a promis-
sory note, equal 1o the correction amount {o the
applicable tect-exempt organization. The comrec-
fion amount equals the excess benefit plus the
interest on the excess benefit. The interest rale
can be no lower than the applicable federal
rate, compounded annually, for the month the
fransaction occurred.

A disqualified person can, with the agree-
ment of the applicable tax-exempt organization,
make a payment by returning the specific prop-
erty previously transferred in the excess trans-
action. In this case, the disqualified person is
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freated as making a payment equal to the
lesser of:
® The fair market value of the property on the
date the property is returned o the organi-
zation, or
® The fair market value of the property on the
date the excess benefit fransaction occur-
red.

if the payment resulling from the retumn of
property is less than the correction amount, the
disqualified person must make an additional
cash payment to the organization equal to the
difference.

If the payment resulting from the return of
the property exceeds the correction amount de-
scribed above, the organization can make a
cash payment {o the disqualified person equal
to the difference.

Exception. For a correction of an excess
benefit ilransaction (discussed earlier), no
amount repaid in a manner prescribed by the
Secretary can be held in a donor advised fund.

Applicable Tax-Exempt
Organization

An applicable fax-exempt organization is a sec-
tion 501{c)(3), 501(c}4), or BO1{cH29) organi-
zation that is tax-exempt under section 501(a},
or was such an organization at any time during
a 5-year period ending on the day of the excess
benefit transaction.

An applicable
doesn't include:

tax-exempt organization

1. A private foundation as defined in section
509(a),

2. A governmental entity that is:

a. Exempt from (or not subject to) taxa-
fion without regard to section 501(a),
or

b. Not required to file an annual refurmn,
or

3. Aforeign organization, recognized by the
IRS or by treaty, that receives substantially
all of its support {(other than gross invest-
ment income) from sources outside the
United Siates.

An organization isnt treated as a section
501{cH3), 501{c){4), or 501{c}28) organization
for any petiod covered by a final determination
that the organization wasn't lax-exempt under
saction 501(a), but only if the determinalion
wasn't based on privale inurement or one or
more excess benefit transactions.

Bisqualified Person

A disqualified person is:

& Any person (at any time during the 5-year
period ending on the date of the transac-
tion) in a position o exercise substantial in-
fluence over the affairs of the organization,

@ A family member of an individual described
in{1), and

® A 35% controlled entity.

For donor advised funds, sponsoring or-
ganizations, and certain supporting organi-

zations occurring after August 17, 20086.
The following persons will be considered dis-
qualified persons along with certain family
members and 35% controlled entities assock-
ated with them.
® [Donors of donor advised funds,
& investment advisors of sponsoring organi-
zations, and
& Disgualified persons of a section 509(a)(3)
supporting organization that supports the
applicable taxe-exempt organization.

For certain supporling organization
transactions occurring after July 25, 2008.
Substantial contributors to supporting organiza-
tions will also be considered disqualified per-
sons with respect to the supporting organiza-
tions, along with their family members and 35%
controlied entities.

investment advisor. Invesiment advisor
means for any sponsoring organization, any
person compensated by such organization (but
not an employee of such organization) for man-
aging the investment of, or providing investment
aclvice for, assets maintained in donor advised
funds owned by such sponsoring organization.

Substantial contributor. n general, a sub-
stantial coniributor means any person who con-
tributed or bequeathed an aggregale of more
than $5,000 io the organization, if that amount
is more than 2% of the total contributions and
bequests received by the end of the organiza-
fior's tax year in which the contribution or be-
quest is received. A substantial contributor in-
cludes the grantor of a frust.

Family members. Family members of a dis-
aqualified person include a disqualified person's
spouse, brothers or sisters (whether by whole
or half-blood), spouses of brothers or sisters
{(whether by whole or half-blood), ancesiors,
children (including a legally adopled child),
grandchildren, great grandchildren, and spou-
sas of children, grandchildren, and great grand-
children (whether by whole or hali-blood).

35% controlled entity. A 35% controlled en-
fity is:
1. A corporation in which disqualified per-

sons own more than 35% of the fotal com-
bined voling power,

2. A parinership in which such persons own
rmors than 35% of the profils interest, or

3. Atrustor estate in which such persons
own more than 35% of the beneficial inter-
est.

in determining the holdings of a business
enterprise, any stock or other interest owned di-
rectly or indirectly shall apply.

Persons having substantial influence.
Among those who are in a posilion o exercise
substantial influence over the affairs of the or-
ganization are, for example, voting members of
the governing body, and persons holding the
power of:
e Presidents, chief exsculives, or chief oper-
ating officers.
@ Treasurers and chief financial officers.
# Persons with a material financial interest in
a provider-sponsored organization.

Persons not considered io have sub-
stantial infiluence. Persons who aren't consid-
ered to be in a position {o exercise subsiantial
influence over the affairs of an organization in-
clude:

® An employee who receives benefils that
total less than the highly compensated
amount in section 414{g){(1)(B)i) and who
doesn't hold the executive or voling pow-
ers mentioned earlier in the discussion on
of a disqualified person, and isn't a sub-
stantial contributor,

& Tax-exempti organizations described in
section 501(c)(3), and

® Section 501(c){4) organizations with re-
spect to fransactions engaged in with other
section 501(c){4) organizations.

Facts and circumstances. The determi-
nation of whether a person has substantial influ-
ence over the affairs of an organization is based
on all the facts and circumstances, Facts and
circumstances that tend {o show a person has
substantial influence over the affairs of an or-
ganization include, but aren't limited to, the fol-
lowing.

@ The person founded the organization.

e The person is a substantial contributor to
the organization under the section 507(d)
(2)(A) definition, only taking into account
contributions to the organization for the
past b years,

® The person's compensation is primarily
based on revenues derived from activities
of the organization that the person con-
trols.

@ The person has or shares authority to con-
trol or determine a substaniial portion of
the organization's capital expenditures, op-
erating budget, or compensation for em-
plovees.

@ The person manages a discrele segment
or aclivity of the organization that repre-
sents a substantial portion of the activities,
assets, income, or expensses of the organi-
zation, as compared to the organization as
a whole.

# The person owns a controlling interest
{measured by either vote or valus) in a cor-
poration, parinership, or rust that is a dis-
qualified person.

@ The person is a nonstock organization
controlied directly or indirectly by one or
more disqualified persons.

Facts and circumsiances tending to show
that a person doesn't have substantial influence
over the affairs of an organization include, but
aren't limited to, the following.

& The person has taken a bona fide vow of
poverty as an employee or agent of areli-
gious organization or on its behalf.

& The person is an independent contractor
whose sole relationship to the organization
is providing professional advice (without
having decision-making authority) with re-
spect o fransactions from which the inde-
pendent contracior won't economically
vensfit either directly or indirectly aside
from customnary fees received for the pro-
fessional advice rendered,

@ Any preferential treatment the person re-
ceives based on the size of the person's
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donation is also offered io others making
comparable widely solicited donations.

® The direct supervisor of the personisn'ta
disqualified person.

& The person doesn't patticipate in any man-
agement decisions affecting the organiza-
tion as a whole or a discrete segment of
the organization that represents a substan-
tial portion of the activities, assels, income,
or expenses of the crganization, as com-
pared to the organization as a whole.

In the case of mulliple organizations affili-
ated by common conirol or goveming docu-
ments, the determination of whether a person
does or doesn't have subsiantial influence is
made separately for each applicable tax-ex-
empt organization. A person may be a disquali-
fied person with respect o transactions with
more than one organization.

Reasonable compensalion. Reasonable
compensation is the value that would ordinarily
be paid for like services by like enterprises un-
der like circumstances. The section 162 stand-
ard will apply in determining the reasonable-
ness of compensation. The fact that a bonus or
revenue-sharing arrangement is subject to a
cap is a relevant factor in determining reasona-
bleness of compensation.

To determine the reasonableness of com-
pensation, all iterms of compensation provided
by an applicable tax-exempt organization in ex-
change for performance of services are taken
into account in delermining the value of com-
pensation (except for economic benefits that
are disregarded under the discussion

clude:

® All forms of cash and noncash compensa-
tion, including salary, fees, bonuses, sev-
erance payments, and deferred noncash
compensation,

& The payment of liability insurance premi-
ums for, or the payment or reimbursement
by the organization of penalties, laxes, or
certain expenses under section 4958, un-
less excludable from income as a de mini-
misg fringe benefit under section 132(a)(4),

® Al other compensatory benefits, whether
or not included in gross income for income
fax purposes,

& Taxable and nontaxable fringe benefils,
axcept fringe benefits described in section
132, and

& Foregone interest on loans.

Intent to treat benefits as compensation.
An economic benefit isnt trealted as considera-
tion for the performance of services unless the
organization providing the benefil clearly indi-
cates its intent to treat the benefit as compensa-
fiorn when the benefitis paid.

An applicable tax-exempt organization (or
entity thatl it controls) is freated as clearly indi-
cating its intent {o provide an economic benefit
as compensation for services only if the organi-
zgtion provides writlen substantiation that is
contemporaneous with the transfer of the eco-
nomic benefiis under consideration. Ways 1o
provide contemporaneous writien substantia-
tion of its intent to provide an economic benefit
as compensation include:

& The organization produces a signed wril-
ten employment contract,
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# The organization reporis the benefitas
compensation on an original Form W-2,
Form 1099, or Form 980, or on an amen-
ded form filed before starting an [AS ex-
amination, or

® The disqualified person reporis the benefit
as income on the person's original Form
1040, or on an amended form filed before
starting an IRS examination.

Exception. |f the economic benefit is exclu-
ded from the disqualified person’s gross income
for income tax purposes, the applicable tax-ex-
empt organization isn't required to indicate its
intent to provide an economic benefit as com-
pensation for services.

Rebuliable presumption that a fransac-
tion isn't an excess beneffl iransaction,
Payments under a compensation arrangement
are presumed 1o be reasonable and the fransfer
of property {or right to use properly) is pre-
sumed to be al fair market value, if the following
three conditions are met.

1. The transaction is approved in advance by
an authorized body of the organization (or
an entity it conirols) which is composed of
individuals who don't have a conflict of in-
terest concerning the transaction.

2. Before making ils delermination, the au-
thorized body obtained and relied upon
appropriate data as to comparability.
{There is a special safe harbor for small
organizations. If the organization has
gross receipts of less than $1 million, ap-
propriate comparability data includes data
on compensation paid by three compara-
ble organizations in the same or similar
communities for similar services.)

3. The authorized body adequately docu-
ments the basis for its determination con-
currently with making that determination.
The documentation should include:

a. The terms of the approved transaction
and the daie approved,

b. The members of the authorized body
who were present during debate on
the transaction that was approved
and those who voied on it,

<. The comparability data obtained and
relied upen by the authorized body
and how the data was obtained,

d. Any actions by a member of the au-
thorized body having conflict of inter-
est, and

e. Documentation of the basis of the de-
termination before the later of the next
mesting of the authorized body or 60
days after the final actions of the au-
thorized body are taken, and approval
of records as reasonable, accurate,
and complete within a reasonable
time thereafter.

Disregarded benefils. The following eco-
nomic benefits are disregarded for section 4958
PIposes.

& Nontaxable fringe benelils thal are exclu-
ded from income under section 132.

& Benefits provided to a volunteer for the or-
ganization if the benefit is provided to the

general public in exchange for a member-
ship fee or contribution of $75 or less.

® Benefits provided o a member of an or-
ganization due to the payment of a mem-
bership fee or o a donor as aresuitofa
deductible contribution, if a significant
number of disqualified persons make simi-
lar paymentis or coniributions and are of-
fered a similar economic benefit.

& Benefits provided to a person solely as a
member of a charitable class that the appli-
cable tax-exempt organization intends o
benefit as part of the accomplishment of its
exempt purpose,

e A transfer of an economic benefit to or for
the use of a governmenial unit, as defined
in section 170{c}(1)}, if exclusively for public
purposes.

Special exception for initial contracts.
Section 4958 doesn't apply o any fixed pay-
ment made o a person under an initial contract.

A fixed payment is an amount of cash or
other property specified in the coniract, or de-
termined by a fixed formula that is specified in
the coniract, which is to be paid or transferred
in exchange for the provision of specified serv-
ices or property.

A fixed formula can, generally, incorporate
an amount that depends upon future specified
events or conlingencies, as long as no one has
discretion when calculating the amount of a
payment or deciding whether 1o make a pay-
ment {such as a bonus).

An initigl contract is a binding written con-
fract between an applicable tax-exempt organi-
zation and a person who wasn't a disqualified
person immedialely before entering into the
coniract.

A binding written contract, providing it can
be terminated or canceled by the applicable
{ax-exempt corganization without the other par-
ty's consent (except as a resull of substantial
nonperformance) and without substantial pen-
alty, is treated as a new contract, as of the sarli-
est date any lermination or cancellation would
be effective. Also, if the parties make a material
change fo a coniract, which includes an exten-
sion or renewal of the contract (except for an
extension or renewal resulling from the exercise
of an option by the disqualified person), or a
more than incidental change to the amount pay-
able under the contract, it is treated as a new
contract as of the effective date of the material
change.

fore information. For more information,
see the instructions o Forms 990 and 4720,

Excess Business
Holdings

Private foundations are generally not permitied
to hold more than a 20% interest in an unrelated
business enterprise. They may be subject to an
excise tax on the amount of any excess busi-
ness holdings. For purposes of section 4943,
for tax years beginning after August 17, 20086,
denor advised funds and certain supporting or-
ganizations are considered private foundations.
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Donor advised fund. In general, a donor ad-
vised fund is a fund or account separately iden-
tified by reference to coniributions of a donor or
donors that is owned and controlled by a spon-
soring organization and for which the donor has
or expecis o have advisory privileges concermn-
ing the distribution or investment of the funds.

Supporting organizations. Only cerlain sup-
poriing organizations are subject {o the excess
business hoidings tex under seclion 4943,
These include (1) Type [l supporiing organiza-
fions that aren't functionally integrated and (2}
Type i supporting corganizations that accept
any gift or contribution from a person who by
himself or in connection with a related party
conirols the supported organization that the
Type I supporting organization supports.

Taxes. A private foundation that has excess
holdings in a business enterprise may become
liable for an excise tax based on the amount of
hoidings. The initial tax is 10% (8% for tax years
beginning before August 18, 2008) of the value
of the excess holdings and is imposed on the
last day of each tax year that ends during the
taxable period. The excess holdings are deler-
mined on the day during the tax year when they
were the largest.

A foundation that fails to correct the excess
business holdings becomes liable for an addi-
tional tax of 200% of the remaining excess busi-
ness holdings as of the earlier of tax assess-
ment or mailing of a nolice of deficiency.

For more information on the tax on excess
business holdings, see the Instructions for Form
4720,

Taxable Distributions of
Sponsoring
Organizations

An excise tax is imposed on a sponsoring or-
ganization for each taxable distribution it makes
from a donor advised fund. An excise tax is also
imposed on any fund manager of the sponsor-
ing organization who agreed to the making of a
distribution, knowing that i is a taxable disiribu-
tion.

Taxable distribution. A taxable distribution is
any distribution from a donor advised fund io
any nalural person or to any other person if:

1. The distribution is for any purpose other
than one specified in section 170(c)(2)(B),
or

2. The sponsoring organization maintaining
the donor advised fund doesn't exercise
expenditure responsibility with respect to
the distribution in accordance with section
4945(h).

However, a taxable distribution doesn't in-
clude a distribution from a donor advised fund
o

& Any organization described in section
170(b)(1}{A} (other than a disqualified sup-
porting organization),

& The sponsoring organization of the donor
advised fund, or

@ Any other donor advised fund.

The tax on iaxable distributions applies io
distributions occurring in tex vears beginning af-
fer August 17, 2008,

Sponsoring organization. A sponsoring or-
ganization is a section 170(c) organization that
is neither a government organization (as refer-
red 1o in section 170(c){1) and (2)(A)) nor a pri-
vate foundation.

Donor advised fund. A donor advised fund is
a fund or account:

1. Which is separately identified by reference
to contributions of a donor or donors,

2. Which is owned and conirolied by & spon-
soring organization, and

3. Forwhich the donor (or any person ap-
pointed or designated by the donor) has or
expects to have advisory privileges con-
cerning the disiribution or investment of
the funds held in the donor advised funds
or accounts because of the donor's status
as a donor.

Exception. A donor advised fund doesn't
include:

1. Afund or account that makes distributions
only to a single identified organization or
governmental entity, or

2. Any fund or account for a person descri-
bed in 3 above that gives advice about
which individuals receive grants for travel,
study, or similar purposes, if the following
three requirements are mel:

a. The person's advisory privileges are
performed exclusively by such person
in their capacity as a committes mem-
er of which all the commitiee mem-
bers are appointed by the sponsoring
organization,

b. No combination of persons with advi-
sory privileges, described in 3 above,
or persons related {o those in 3 above
directly or indirectly control the com-
mittee, and

¢. All grants from the fund or account are
awarded on an objective and nondis-
criminatory basis according to a pro-
cedure approved in advance by the
board of directors of the sponsoring
organization. The procedurs must be
designed o ensure that all grants
meet the requirements of section
4845(g)(1}, (2}, or (3).

Disquatified supporting organization. A dis-
qualified supporting organization includes (1) a
Type Hl supporting organization that isn' func-
tionally integrated and (2) any supporting or-
ganization where the donor or donor advisor
{and any related parties) directly or indirectly
conirols & supporied organization of the sup-
porting organization.

Tax on sponsoring organization. A fax of
20% of the amount of each taxable distribufion
is imposed on the sponsoring organization.

Tax on fund manager. If a {ax is imposed on
a texable distribution of the sponsoring orgarni-
zation, a tax of 5% of the distribution will be im-
posed on any fund manager who agreed io the
distribution knowing that it was a taxable distri-
bution. Any fund manager who took part in the
distribution and is liable for the tax must pay the
tax. The maximum amount of tax on all fund
managers for any one taxable distribution is
$10,000. i more than one fund manager is lia-
bie for tax on a taxable distribution, all such
managers are jointly and severally liable for the
fax.

For more information on the tax on {axable
distributions of sponsoring organizations, see
the Instructions for Form 4720,

Taxes on Prohibited
Benefits Resulting From
Donor Advised Fund
Distributions

Prohibited benefit. If any donor, donor advi-
sor, or related party advisss the sponsoring or-
ganization about making a distribution which re-
sults in a donor, donor advisor, or related party
receiving (either directly or indirectly) a more
than incidental benefil, then such benefit is a
prohibited benefit. The tax on prohibited bene-
fits applies 1o distributions ocourring in tax vears
beginning after August 17, 2008.

Donor advisor. A donor advisor is any person
appointed or designated by a donor 1o advise g
sponsoring organization on the distibution or
investment of amounis held in the donor's fund
or account.

Related party. A relaled parly includes any
family member or 35% controlled entily. See

Tax on donor, donor advisor, or related per-
son. A tax of 125% of the benefil resulling from
the distribution is imposed on both the party
who advised as to the distribution (which might
be a donor, donor advisor, or related party) and
the party who received such benefit {which
might be a donor, donor advisor, or related
party}. The advisor and the party who received
the benefit are jointly and severally liable for the
e,

Tax on fund managers. If a tax is imposed on
a prohibited benefi received by a donor, donor
advisor, or relaled person, a tax of 10% of the
amount of the prohibited benefit is imposed on
any fund manager who agreed fo the distribu-
fion knowing that it would confer a prohibited
benefit. Any fund manager who ook part in the
distribution and is liable for the tax must pay the
tax. The maximum amount of tax on all fund
managers for any one taxable distribution is
$10,000. i more than one fund manager is lia-
bie for tax on a taxable distribution, all such
managers are joinlly and severally iable for the
fax.

Exception. If a person engaged in an excess
benefit transaction and received a prohibited
Excise Taxes
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benefit for the same transaction, the person is
taxed under section 4958, and no tex is im-
posed under section 4967 for a prohibited ben-
efit.

For more information on taxes on prohibited
benefits distributed from donor advised funds,
see the instructions for Form 4720,

Excise Taxes on Privale
Foundations

There is an excise tax on the net invesiment in-
come of most domestic privaie foundations.
Capital gains from appreciation are included in
the tax base on private foundation naet invest-
ment income. This iax must be reporied on
Form 990-PF and must be paid annually at the
time for filing that return or in quarterly estima-
ted tax payments if the tolal tax for the year
(section 4940 tax minus credils) is $500 or
more. Form 990-W is used to calculate the esti-
mated tax.

in addition, there are several other rules that
apply 1o excise taxes on private foundations.
These include:

1. Restrictions on self-dealing between pri-
vate foundations and their substantial con-
iributors and other disqualified persons,

2. Requiremenis that the foundation annually
distribute income for charitable purposes,

3. Limits on their holdings in any business
enterprise (see Exgass Business Hold-

4. Provisions thal invesiments musin't jeop-
ardize the carrying out of exempt purpo-
ses, and

5. Provisions to assure that expenditures fur-
ther the organization's exempt purposes.

Viclations of these provisions give rise o
taxes and penalties against the private founda-
tion and, in some cases, its managers, iis sub-
stantial contributors, and certain related per-
5005,

For more information on the excise taxes im-
posed on privaie foundations, see the instruc-
tions for Form 4720 and the Instructions for
Form 890-PF.

Excise Taxes on Black
Lung Benefit Trusts

A black lung benefit rust that makes any ex-
penditures, payments, or investmenis other
{21~ Black bung Benefit Trusts must pay a tax
equal to 10% of the amount of such expendi-
tures. If there are any acts of self-dealing be-
tween the trust and a disqualified person, a fax
equal 1o 10% of the amount involved is imposed
on the disqualified person. Both of these excise
taxes are reported on Schedule A (Form
990-BL). See the Form 990-BL instructions for
more information on these taxes and what has
to be filed, even if the trust is excepted from fil-
ing.
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Excise Tax on Failure to
Meet the Community
Health Needs
Assessment
Requirements

For tax years beginning after March 23, 2012,
new section 4959 imposes an excise tax on
hospital organizations which fail to meet certain
section 801(r) requirements for each of their
hospital facilities. These entifies must meet sec-
tion 501(r}(3) requiremenis at all times during
their fax year. Section 501(r}{(3) requirements
pertain to a hospital organization preparing a
community hesilth needs assessment (CHNA).
See Schedule H, Hospitals (Form 990), for de-
tails.

If you have gquestions about a tax issue, need
help preparing your tax reiurn, or want to down-
load free publications, forms, or instructions, go
to IRS.gov and find resources that can help you
right away.

Preparing and filing your tax return. Find
free options to prepare and file your refurn on
IRS.gov or in your local community if you qual-
ify.

The Volunteer Income Tax Assistance
{VITA) program offers free tax help io people
who generally make $54,000 or less, persons
with disabilities, and limited-English-speaking
taxpayers who need help preparing their own
fax returns. The Tax Counssling for the Elderly
{TCE)} program offers free tax help for all tax-
payers, particularly those who are 80 years of
age and older. TCE volunteers specialize in an-
swering questions aboul pensions and retire-
ment-related issues unique o seniors.

You can go to IRS.gov io see your oplions
for preparing and filing vour retumn which in-
clude the following.

you qualily to use brand-name software to
prepare and e-file your federal tax refum
for free.

® VITA. Go o RS, govwViTA, download the
free IRS2Go app, or call 1-800-906-9887
to find the nearest VITA location for free
tax preparation.
free IRS2Go app, or call 1-888-227-766%
to find the nearest TCE location for free tax
preparation.

Cetling answers to your tax gues-
tions. On RS .gov get answers o vour
tax questions anytime, anywhere.

® Qo to RS goviHelp or (RS govietlistaly
rages for a variety of tools that will help
you get answers to some of the most com-
mon tax questions.

Assistant, a tool that will ask you questions
on a number of tax law fopics and provide
answers. You can print the entire interview
and the final response for your records.

& Golo /HS gowPubl7toget Pub. 17, Your
Federal Income Tax for individuals, which
features details on tax-saving opportuni-
ties, recent tax changes, and thousands of
interactive links to help you find answers {o
your questions, View itonline in HTML, as
a PDF, or download it to your mobile de-
vice as an eBook,

& Youmay also be able o access tax law in-
formation in your electronic filing soflware.

Getting tax forms and publications. Go o

the forms and publications you may need. You
can also download and view popular tax publi-
cations and instructions {including the 1040 in-
structions) on mobile devices as an eBook at no
charge. Or, you can go (o IRS.govwOrderFonms
o place an order and have forms mailed to you
within 10 business days.

Access your online account {Individual tax-
payers only). Go fo M5 govwdeeount o se-
curely access information about your federal tax
account.
& View the amount you owe, pay online or
set up an online payment agreement.
® Access your tax records online.
& Review the past 18 months of your pay-
ment history.
& (o fo NS goviSecureAvcess fo review the
required identity authentication process.

Using direct deposit. The fastest way 1o re-
ceive a tex refund is to combine direct deposit
and IRS e-file. Direct deposit securely and elec-
tronically fransfers your refund directly into vour
financial account. Eight in 10 taxpayers use di-
rect deposit 1o receive their refund. IRS issues
more than 90% of refunds inless than 21 days.

Delaved refund for returns claiming certain
credits. Due to changes in the law, the IRS
can't issue refunds before mid-February 2018,
for returns that properly claimed the sarned in-
come credit (EICY or the additional child tax
credit (ACTC). This applies to the entire refund,
not just the portion associaled with these cred-
its.

Getting a transeript or copy of a returmn. The
quickest way o get a copy of your tax transcript
is to go to s, Click on either
"Get Transcrip Get Transcript by
Mail” to order a copy of your transeript. if you
prefer, you can:
®& Order your franscript by calling
1-800-808-9946.
® Mall Form 4506-T or Form 45808T-EZ (both
available on IRS.gov).
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Using online tools t© help prepare your re-
wirn. Go to (RS gov/Tools for the following.
® The Eamed fncome Tax Credit Assistard

({RS gowEiD) determines if you're sligible
for the EIC.

® The Oniine EIN Application (RS gowEIN)
helps vou get an employer identification
number.

& The (RS Withholding Caloulator UBS.gov/

have withheld from vour paycheck for fed-
eral income {ax purposes.

® The First Time Homebuver Cradi Account
Look-up (IRS. govHomeBuver) tool pro-
vides information on your repayments and
account balance.

e The Sales Tax Deduction Calcutator

can claim if you itemize deductions on
Schedule A (Form 1040), choose notio
claim state and local income taxes, and
you didn't save your receipts showing the
sales tax you paid.

Resolving tax-related identity thell issues.

e The IRS doesn'iinitiate contact with tax-
payers by email or iglephone o request
personal or financial information. This in-
cludes any type of electronic communica-
tion, such as text messages and social me-
dia channels.

® Qo to (RS goviDFrofection for information
and videos.

& {f your S5N has been lost or stolen or you
suspect vou're g victim of tax-related iden-
tity theft, visit /RS, gowil to learn what
steps you should take.

Checking on the status of vour refund.

e Go o 1S govFHelunds.

# [Dueto changes in the law, the IRS can'tis-
sue refunds before mid-February 2018, for
returns that properly claimed the EIC or the
ACTC. This applies o the entire refund,
not just the portion associated with these
credits.

& Download the official IRS2Go app o your
mobile device o check your refund staius.

® Call the automated refund hotline at
1-800-829-1954.

Making a tax payment. The IRS uses the lat-
est encryplion technology o ensure your elec-
fronic payments are safe and secure. You can
make elecironic payments online, by phone,
and from a mobile device using the IR52Go
app. Paying eslectronically is quick, easy, and
faster than mailing in a check or money order.
Go to RS govPavments to make a payment
using any of the following options.

& RS Direct Fay: Pay your individual tax bill
or estimated tax payment directly from
your checking or savings account at no
costio you.

® Debit or credit card: Choose an ap-
proved payment processor io pay online,
by phone, and by mobile device.

# Electronic Funds Withdrawal: Offered
only when filing vour federal texes using
tax preparation software or through a fax
professional.

& Electronic Federal Tax Payment Bys-
tean: Best option for businesses. Enroll-
ment is required.

® Check or money order: Mail your pay-
menti to the address listed on the notice or
instructions.

& Cash: You may be able to pay your taxes
with cash at a participating retail store.

tions.
®  Apply for an prfing payment ggreement

{(IRS. gov/2PAY to meet vour fax obligation
in monthly instaliments if you can't pay
your taxes in full today. Once you complete
the online process, you will receive imme-
diate notification of whether your agree-
ment has been approved.

#» Usethe Offer in Compromise Fre-Qualifiar

tax debt for less than the full amount you
cwe.

Checking the status of an amended return.
Go o / M to track the status of
Form 10 a d returns. Please note that
it can take up to 3 weeks from the dale you
mailed your amended retum for it fo show up in
our system and processing it can take up o 16
weeks.

Understanding an IRS notice or letter. Goio
Motices to find additional information
about responding to an IRS notice or lelter.

Contacting your local RS office. Kesp in
mind, many questions can be answered on
IRS.gov without visiting an IRS Tax Assistance
Center (TAC). Go o [R5 goviletlisHeip for the
topics people ask about most. If you still need
help, IRS TACs provide tax help when a tax is-
sue can't be handied online or by phone. All
TACs now provide service by appoiniment so
you'll know in advance that you can get the
service you need without long wait times. Be-
fore you visit, go to (M3 gowTACLocaty to find
the nearest TAC, check hours, available serv-
ices, and appoiniment options. Cr, on the
IRS2Go app, under the Stay Connected tab,
choose the Contact Us option and click on “Lo-
cal Offices.”

Watching IRS videos. The IRS Video porial
sentationsfor individuals, small businesses,
and tax professicnals.

Getting tax information in other languages.
For laxpayers whose native language isn't Eng-
lish, we have the following resources available.
Taxpayers can find information on 1RS.gov in
the following languages.

@ Sopanish (RS gowSpanist.
Chingss (RS oo/ Dhinese).
Viethamese (RS gov/Vieinamess).
Rorean (RS govwRorean).
Ausgsian (JAS.govBussian).

&
®
L
@

The IRS TACs provide over-the-phone inter-
preter service in over 170 languages, and the
service is available free to taxpayvers.

The Taxpayer Advocate
Service Is Here To Help You

What is the Taxpavyer Advocate
Service?

The Taxpayer Advocate Service (TAS) is an fi-
dependent organization within the RS that
helps laxpayers and profects taxpayer rights.
Our job is to ensure that every taxpaver is trea-
ted fairly and that you know and understand
your righis under the Taxpaver 8iff of Righis.

What Can the Taxpayer Advocate
Service Do For You?

We can help you resolve problems that you
can't resolve with the IRS. And our service is
free. If vou qualify for our assistance, you will be
assigned to one advocate who will work with
you throughout the process and will do every-
thing possible io rescive your issue. TAS can
help you if:
® Your problem is causing financial difficulty
for you, your family, or your business,
& You face (or your business is facing) an
immediats threat of adverse action, or
& You've tried repestedly to contact the IRS
but no one has responded, or the RS
hasn't responded by the date promised.

How Can You Reach Us?

We have offices in every siale, the District of
Codurnbia, and Fuerte Rice. Your local advo-
cate’s number is in your local directory and at
TaxpaverAdvocate IRS gov/Conlact-ds. You
can also call us at 1-877-777-4778.

How Can You Learn About Your
Taxpayer Rights?

The Taxpayer Bill of Rights describes 10 basic
rights that all taxpayers have when dealing with
the RS, Cur Tax Toolkit at
Taxpaverddvocale RS gov can help you un-
derstand what fhese righls mean o you and
how they apply. These are your rights. Know
them. Use them.

How Else Does the Taxpaver
Advocate Service Help Taxpayers?

TAS works to resolve large-scale problems that
affect many taxpayers. If you know of one of
these broad issues, please report it fo us at

Low Income Taxpaver
Clinics

Low Income Taxpayer Clinics (LITCs) are inde-
pendent from the IRS. LITCs represent individu-
als whose income is below a certain level and
need to resolve tax problems with the IRS, such
as audils, appeals, and tax collection disputes.
in addition, clinics can provide information
about texpayer rights and responsibilities in dif-
ferent languages for individuals who speak
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English as a second language. Sewvices are of-  you, visit Taxpaverddvecata RS oo TOmas
fered for free or a small fee. To find a clinic near or see RS Publication 4134, Low income

Taxpaver Clinice List
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Organization Reference Chart

Section of Application Annual return Contributions
1986 Code Besgcription of organization General nature of activities Eorm? required to be aliowable
fited
501{c}{1) Corporations Organized under Act Instrumentalities of the No Form Nons Yes, if made for
of Congress (including Federal Credit United States exclusively public
Unions) purposes
501{c)(2) Title Holding Corporation For Holding title to property of an 1024 9007 or 990-EZ° No?
Exempt Crganization exampt organization and distributing
netincomeio it
S01{c}{3) Religious, Educational, Charitabls, Activities of nature implied by desaription 1023, 1023-EZ 9907 or 990-EZ°, Yas, generally
Scientific, Literary, Testing for Public of class of organization or 990-PF

Safety, io Foster National or Infernational
Amateur Sporis Competition, or
Prevention of Cruelty fo Children or
Animals Organizations

501{c}{4) Civic Leagues, Social Welfare Promotion of community welfare; Must provide 9907 or 980-EZ° No, generally 34
Organizations; and Local charitable, educational, or recreational notice on Form
Associations of Emplovees 8976; may also
submit
Form1024-A
501{c){5) Labor, Agricultural, and Horticultural Educational or instructive, the 1024 9907 or 990-E21 Mo?
Crganizations purposs being to improve conditions of
work, and to improve products and/or
afficiency
501{c){6) Business Leagues, Chambers of improvement of business 1024 9907 or 990-EZ° Mo?
Commerce, Real Eslate Boards, conditions of one or more lines of business
etc.
B01{c){7) Social and Recreational Clubs Pleasure, recreation, social activilies 1024 9907 or 990-EZ° No®
501(c}{8)} Fraternal Beneficiary Societies Providing for payment of life, sickness, 1024 9907 or 990-EZ° Yes, if for cerfain
and Associations accident or other benefits Sec. 501(ci(3)
o members within a lodge system purposes
501{ci9) Voluntary Employees Beneficiary Employee association providing for 1024 9907 or 990-EZ° Mo?
Associations payment

of life, sickness, accident, or other
benefits o membears

S01{c){10) Domestic Fraternal Societies Earnings devotad o charilable, fralernal, 1024 9002 or 990-EZ° Yas, if for certain
and Associations and Sec. 501{c}(3)
other specified purposes within a domestic purposes
lodgs system. No bensfits io members
S01{c){11) Teachers' Retirement Fund Associations Teachers' association for payment of Letier’ 9002 or 990-EZ° No?
retirament benefils
501{c)}{12) Benevolent Life Insurance Associations, Activities of a mutual or cooperative 1024 9007 or 990-£2° MNeo?
Muhsal Ditch or nature

lrrigation Companies, Mutual or
Cooperative Telephone Companies, and
Like Crganizations

E01{cH{13) Cemetery Companies Burials and incidental aclivilies 1024 9802 or 980-E2° Yes, generally
501(c){(14)  Staie-Chartered Credit Unions, Loans to members Leiter” 9007 or 990-EZ° No?
Muiual Reserve Funds
E01{c)}{15) Mutual insurance Companies or Providing insurance to members 1024 9802 or 980-E2° Nod
Associalions substaniially at cost
501{c}{16) Cooperative Crganizalions to Financing crop operations in Form 1120-C, 9907 or 980-EZ° No®
Finance Crop Operations conjunction with activities of a marketing Letter”
or purchasing association
501(c){17)  Supplemental Unemployment Provides for payment of 1024 9007 or 990-EZ° No?
Benefit Trusts supplemental unemployment
compensation benefits
501{c){18) Employee Funded Pension Trust Payment of benefits under a Letisr” 9902 or 990-EZ° No?®
(created before June 25, 1959) pension plan funded by emplovees
501{c)}{19) Post or Organization of Past or Activities implied by nature of organization 1024 9907 or 990-EZ° Mo, generally®
Pragent Members of the Armed Forces
B01{cH21) Biack Lung Benefit Trusis Funded by coal mine oparators to satisfy  Leiter” 990-BL Nod

their Hability for disability or
death due to black lung diseases
ublication 557 {January 2013) Page b
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Section of Application Annual return Contributions
19886 Code Description of organization General nature of activities Form! required o be aliowable
filed
501{c}{22)  Withdrawal Liability Payment Fund To provide funds 1o meet the Latter” 9902 or 980-EZ° Nos
liability of employers withdrawing from
a multi-employer pension fund
501{c}{23) Veterans' Organization {created To provide insurance and other Letter” 9907 or 990-EZ° Mo, generally®
before 1880) benefits to velsrans
501{c}25) Title Holding Corporations or Trusts with  Holding title and paying over 1024 990 or 990-EZ° No
Multiple Parent Corporations income from real property 1o 35 or fewer
parenis or beneficiaries
501{c}{26) State-Sponsored Organization Providing  Provides healih care coverage fo high-risk  Letier” 9902 or 990-EZ° No
Health Coverage for High-Risk individuals
Individuals
501{cH27) State-Sponsored Workers' FReimburses members for losses Latter” 9902 or 980-EZ° Nao
Compensation Rainsurance Organization under workers' compensation acts
501{c}{28) National Railroad Retirement Investment  Manages and invests the assets of the No Form 98012 No'?
Trust Railroad Retlirement Account
501{c}{28) CO-OP health insurance issuers A qualified health insurancs issuer which  Letier and 9907 No'4
has received a loan or grant under the Form 8718
CO-OP program
501{d} Religious and Apostolic Associations Regular business activities; Mo Form 10850 No?
Communal religious community
501(e} Cooperative Hospital Service Performs cooperative services for hospitals 1023 9907 or 990-EZ° Yes
Organizations
501(H Cooperative Service Organizations Performs collective invesiment 1023 9907 or 990-EZ° Yes
of Operating Educational Organizations  services for educational organizations
S01{Kk} Child Care Crganizations Provides care for children 1023 9902 or 990-EZ° Yes
01 Charitable Risk Pools Pools certain insurance risks of sec. 5301{c} 1023 9902 or 980-EZ° Yes
{3) organizations
501{y) Cradit Counseling Crganization Cradit counseling services 1023 990" No
521(a) Farmers' Cooperative Associations Cooperative markeling and 1028 1120-C No
purchasing for agriculiural procedures
527 Political organizations A parly, committee, fund, 8871 1120-POLM No
associalion, eic., that directly or indirectly Q007 or 990-£27°
accepls confributions or makes
expenditures for polifical campaigns
Page 68 Publication 557 {January 2018)
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"Most 501 (c) organizations, other than those described in sections 501{c){3)
(exceptions apply}, (8}, and (17), may, but are not required to, submit an
application for recognition of tax exempt status from the IRS. These
organizaiions may self-declare their tax exempt siatus by operating within the
requirements of the applicable code section and filing the required annual
returng or notices.

2For exceptions to the filing requirement, see chapter 2 and the form
instructions. Note: For annual {ax periods beginning afier 2008, most
tax-exempt organizations, other than churches, are required 1o file an annual
Form 990, 880-EZ, or 980-PF with the RS or o submit an annual electronic
notice, Form 990-N {(g-Fostcard), to the IRS. Tax-exempt organizations failing
fo file an annual raiurn or submit an annual notice as required for 3
consecutive vears will automatically lose their teoc-axempt status.

IAn organization exempt under a subsection of section 501 other than 501{c)
(3) can establish a charitable fund, contributions o which are deductible. Such
a fund must itself mest the requirements of section 501{(c)(3)} and tha related
notice requiraments of section 508{a).

“Contributions o volunteer fire companies and similar organizations are
deductible, but only if made for exclusively public purposes.

SDeductible as a business expense to the extent allowed by section 192.

SDeductible as a business expense to the exient allowed by seclion 194A.

Publication 557 {January 2018)

TApplication is by letter to the address shown on Form 8718, A copy of the
organizing document should be attached and the letier should be signed by
an officer.

SContributions to these organizations are deductible only if 0% or more of
the organization's members are war vetsrans.

9For limits on the use of Form 990-EZ, see chapter 2 and the general
instructions for Form 880-EZ {or Form 990},

"Palthough the organization files a partnership return, all distributions are
deemed dividends. The members aren't eniitiad to pass through
treatmeni of the organization's income or expanses.

Form 1120-POL is required only if the organization has taxable income as
defined in seclion 527(c).

2Only required to annually file so much of the Form 990 that relates to the
names and addresses of the officers, directors, trustees, and key
employees, and their titles, compensation, and hours devoled to their
positions (Part VIl of Form 990}, and io complete ltem | in the Heading of
Form 990 to confirm its tax-exempl status under section 501{c){28).

Seq section 501(q) if the organization provides credit counseling sarvices
and seeks recognition of exemption under section 501(c){4). Use Form
1024 if applying for recognition under section 301{c}{4).

"See section 501(c)29) for details.

“Zee Rev. Proc. 2015-17, sec. 4 01, 2015-7 L.R.B. 559, for details.
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Appendix. Sample Articles of Organization

The following are examples of Articles of Incorporation (Draft A) and a declaration of trust {(Draft B) that contain the required
information as to purposes and powers of an organization and disposition of its assets upon dissolution. You should bear in
mind that requirements for these instruments may vary under applicable state law.

See Frivale Foundations and Public Charflies, earlier for the special provisions required in a private foundation's governing
instrument in order for it to qualify for exemption.

DRAFT A

Articles of Incorporation of the undersigned, a majority of whom are citizens of the United States, desiringtoforma
Non-Profit Corporation under the Non-Profit Corporation Law of , do hereby certify:

First: The name of the Corporation shall be

Second: The place in this state where the principal office of the Corporation is 1o be located is the City of
, County.

Third: Said corporation is crganized exclusively for charitable, religicus, educational, and scientific purposes, including, for
such purposes, the making of distributions to organizaiions that qualify as exempt organizations under section 501(c)(3) of
the Internal Revenue Code, or the corresponding section of any future federal tax code.

Fourth: The names and addresses of the persons who are the initial trustees of the corporation are as follows:
Name , Address

Fifth: No pari of the net earnings of the corporation shall inure 1o the benefit of, or be distributable to its members, trustess,
officers, or other private persons, except that the corporation shall be authorized and empowered 1o pay reasonable
compensation for services rendered and 1o make payments and distributions in furtherance of the purposes set forth in
Article Third heraof. No substantial pari of the activities of the corporation shall be the carrying on of propaganda, or
otherwise aitempting to influence legislation, and the corporation shall not participate in, or intervens in (including the
publishing or distribution of statements) any political campaign on behalf of or in opposition to any candidate for public office.
MNotwithstanding any other provision of these articles, the corporation shall not carry on any other activilies not permitied to
be carried on {a) by a corporation exempt from federal income tax under section 501{c)(3) of the Internal Revenues Code, or
the corresponding section of any future federal tax code, or {b} by a corporation, contributions to which are deductible under
section 170{c)}{(2) of the Internal Revenue Code, or the corresponding section of any future federal tax code.

if reference 1o federal law in articles of incorporation imposes a limitation that is invalid in your state, you may wish to
substitute the following for the last sentence of the preceding paragraph: "Notwithstanding any other provision of these
articles, this corporation shall not, except to an insubstantial degree, engage in any activities or exercise any powers that
aren't in furtherance of the purposes of this corporation.”

Sixth: Uponthe dissolution of the corporation, assets shall be distributed for one or more exempt purposes within the
meaning of section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future federal tax code, or
shall be distribuled to the federal government, oric a state or local government, for a public purpose. Any such assets not so
disposed of shall be disposed of by a Court of Competent Jurisdiction of the county in which the principal office of the
corporation is then located, exclusively for such purposes or to such organization or organizations, as said Court shall
determine, which are organized and operaled exclusively for such purposes.

In withess whereof, we have hereunto subscribed cur namaeas this day of , 20
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Appendix. Sample Articles of Organization, continued

Draft B
The Charitable Trust. Declaration of Trust made as ofthe day of
, 20 , by , of , and
, of , who hereby declare and agree that they have received this day
from , s Donor, the sum of Ten Dollars ($10) and that they will hold and manage the

same, and any additions to it, in trust, as foliows:

First: This trust shall be called “The Charitable Trust.”

Second: The trustees may receive and accept property, whether real, personal, or mixed, by way of giff, bequest, or devise,
from any person, firm, trust, or corporation, to be held, administered, and disposed of in accordance with and pursuant {o the
provisions of this Declaration of Trust; but no gift, bequest, or devise of any such property shall be received and accepted if it
is conditioned or limited in such manner as to require the disposition of the income or its principal to any person or
organization cther than a “charitable organization” or for other than “charitable purposes” within the meaning of such terms
as defined in Article Third of this Declaration of Trust, or as shall, in the opinion of the trustess, jecpardize the federal income
tax exemption of this frust pursuant to section 501(c)(3) of the Internal Revenue Code, orthe corresponding section of any
future federal tax code.

Third:

a) The principal and income of all property received and accepted by the trustees 1o be administered under this Declaration
of Trust shall be held in trust by them, and the trustees may make payments or distributions from income or principal, or
both, to or for the use of such charitable organizations, within the meaning of that term as defined in paragraph C, insuch
amounts and for such charitable purposas of the trust as the trustees shall from time to time select and determing; and the
trustees may make payments or distributions from income or principal, or both, directly for such charitable purposes, within
the meaning of that term as defined in paragraph D, in such amounts as the trustees shall from time to time select and
determine without making use of any other charitable organization. The trustees may alsc make payments or distributions
of all or any part of the income or principal to states, territories, or possessions of the United States, any political
subdivision of any of the foregoing, or to the United States or the District of Columbia but only for charitable purposes
within the meaning of that term as defined in paragraph D. Income or principal derived from contributions by corporations
shall be distributed by the trustess for use solely within the United States or its possessions. No part of the net earnings of
this trust shall inure or be payable to or for the benefit of any private shareholder or individual, and no substantial part of
the aclivilies of this trust shall be the carrying on of propaganda, or ctherwise attempling to influence legislation. No part of
the aclivilies of this trust shall be the participation in, or intervention in (including the publishing or distributing of
statements), any political campaign on behalf of or in opposition to any candidate for public office.

b) The trust shall continue forever uniess the trusiees terminate it and distribute all of the principal and income, which action
may be taken by the trustees in their discretion at any time. On such termination, asssts shall be distributed for one or
more exempt purposes within the meaning of section 501(c){(3) of the Internal Revenue Code, orthe corresponding
section of any fulure federaltax code, or shall be distributed to the federal government, or to a state or local government,
for a public purpose. The donor authorizes and empowers the trustees to form and organize a nonprofit corporation limited
to the uses and purposes provided for in this Declaration of Trust, such corporationto be organized under the laws of any
state or under the laws of the United States as may be determined by the trustess; such corporation when organized to
have power to administer and control the affairs and property and 1o carry out the uses, objects, and purposes of this trust.
Upon the creation and organization of such corporation, the trustees are authorized and empowered to convey, transfer,
and deliver 1o such corporation all the property and assets to which this trust may be or become entitled. The charter,
bylaws, and other provisions for the organization and management of such corporation and its affairs and property shall be
such as the trusiees shall determine, consistent with the provisions of this paragraph.
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¢) Inthis Declaration of Trust and in any amendmenis to it, references to “charitable organizations” or “charitable
organization” mean corporations, frusis, funds, foundations, or community chests created or organized in the United
States or in any of its possassions, whether under the laws of the Uniled States, any state or territory, the District of
Columbia, or any possession of the Uniled States, organized and operated exclusively for charitable purposes, no part of
the net earnings of which inures or is payable to or for the benefit of any privale shargholder or individual, and no
substantial part of the activities of which is carrying on propaganda, or otharwise attempting o influsnce legislation, and
which don't participale in or intervens in {including the publishing or distributing of statements) any political campaign on
behalf of or in opposition to any candidate Tor public office. It is intended that the organization described in this paragraph
C shall be entitled to exemption from federal income tax under saction 501(c)(3) of the Internal Revenue Cods, orthe
corresponding saction of any future federal tax code.

d} Inthis Declaration of Trust and in any amendments o it, the term “charitable purposes” shall be limited to and shall include
only religious, charitable, scientific, literary, or educational purposes within the meaning of those terms as used in section
B01(c)(3) of the Internal Revenue Code, or the corresponding section of any future federal tax code, but only such
purpeses as also constifute public charitable purposes under the law of trusts of the Siate of

Fourth: This Declaration of Trust may be amended at any time ortimes by written instrument or instruments signed and
sealed by the trustees, and acknowledged by any of the trustess, provided that no amendment shall authorize the trustees fo
conduct the affairs of this trust in any manner or for any purpose contrary to the provisions of section 501(c)(3) of the Internal
Revenue Code, or the corresponding section of any future federal tax code. An amendment of the provisions of this Article
Fourth (or any amendment to it) shall be valid only if and 1o the extent that such amendment further restricts the trustees’
amending power. All instruments amending this Declaration of Trust shall be noted upon or kept attached to the executed
original of this Declaration of Trust held by the trustees.

Fifth: Any trustee under this Declaration of Trust may, by written instrument, signed and acknowladged, resign his office.
The number of trustees shall be at all times not less than two, and whenaver for any reason the number is reduced {o one,
there shall be, and at any other time there may be, appointad one or more additional trusiees. Appointments shall be made
by the frusise or trusises for the time in office by writien instruments signed and acknowledged. Any succeeding or
additional trustee shall, upon his or her acceptance of the office by written instrument signed and acknowledged, have the
same powers, righis, and duties, and the same title 1o the irust estate jointly with the surviving or remaining trustee or
trustees as if criginally appointed.

None of the trustees shall be requirad to furnish any bond or surety. None of thern shall be responsible or liable Tor the acis
or omissions of any other of the trustees or of any predacessor or of a custodian, agent, dapositary, or counsel selected with
reascnable care.

The one or more trustess, whether criginal or successor, for the time being in office, shall have full authority {o act even
though one or more vacancies may exist. A frustee may, by appropriate writlen instrument, delegate all or any part of his or
her powers 1o ancther or others of the trustees for such periods and subject to such conditions as such delegating trustee
may determine.

The trustees serving under this Declaration of Trust are authorized to pay to themselves amounts for reasonable expenses
incurred and reasonable compensation for services rendered inthe administration of this trust, but in no event shall any
trustee who has made a contribution to this trust ever receive any compensation thereafier.

Sixth: In extension and not in limitation of the common law and statutory powers of trustees and other powers granted in this
Declaration of Trust, the trustees shall have the following discretionary powars.

a) To invest and reinvest the principal and income of the trust in such property, real, personal, or mixed, and in such manner
as they shall deem proper, and from time 1o time to change investments as they shall deem advisable; to invest in or retain
any stocks, shares, bonds, notes, obligations, or personal or real property (including without limitation any interests in or
obligations of any corporation, association, business trust, investment trust, common trust fund, or investment company)
although some or all of the property so acquired or retained is of a kind or size which but for this express authority wouldn't
be considered proper and although all of the trust funds are invested in the securities of one company. No principal or
income, however, shall be loaned, directly or indirectly, to any trustee or {o anyone else, corporate or otherwise, who has
at any time made a contribution o this trust, nor to anyone except on the basis of an adequate interest charge and with
adequate security.

b) To sell, lease, or exchange any personal, mixed, or real property, at public auction or by private contract, for such
consideration and on such terms as to credit or otherwise, and to make such contracis and enter into such undertakings

relating to the trust properly, as they consider advisable, whether or not such leases or contracts may extend beyond the
duration of the frust.
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¢) To borrow money for such periods, at such rates of interest, and upon such terms as the trustess consider advisable, and
as sacurily for such loans to morlgage or pledge any real or personal property with or without power of sale; to acquire or
hold any real or personal property, subjact o any maortgage or pledge on or of property acquired or held by this irust.

d} To exscute and deliver deeds, assignments, transfers, morigages, pledges, leases, covenants, contracts, promissory
notes, releases, and other instruments, sealed or unsealed, incident to any transaction in which they engage.

&) To vote, to give proxies, to participale in the reorganization, merger, or consolidation of any concern, or inthe sale, lease,
disposition, or distribution of its assels; to join with other security holders in acting through a commiltes, depositary, voting
trustees, or otherwise, and in this connection to delegate authorily to such committee, depositary, or trustess and to
deposit securities with them or transfer securities 1o them; io pay assessments levied on securities or {0 exercise
subscriplion rights in respect of securities.

f) To employ a bank or trust company as custodian of any funds or securities and to delegate 1o it such powers as they deem
appropriate; to hold trust property without indication of fiduciary capacity but only in the name of a registered nominee,
provided the trust property is at all times identified as such onthe books of the trust; 1o keep any or all of the trust property
or funds in any place or places in the United States of America; to employ clerks, accountants, investment counsel,
investment agents, and any special services, and {0 pay the reasonable compensation and expensas of all such services
in addition to the compensation of the trustees.

Seventh: The trustees’ powers are exercisable solely inthe fiduciary capacity consistent with and in furtherance of the
charitable purposes of this frust as specifisd in Arlicle Third and not otherwise.

Eighth: In this Declaration of Trust and in any amendment o it, references to “rustees” mean the one or more irusiees,
whether original or successor, for the time being in office.

Minth: Any person may rely on a copy, certtified by a notary public, of the executed original of this Declaration of Trust held
by the frusiges, and of any of the notations on it and writings attached 1o i, as fully as he might rely on the original documents
themselves. Any such person may rely fully on any statemenis of fact certified by anyone who appears from such original
documents or from such certified copy to be a trustee under this Declaration of Trust. No one dealing with the frusiees need
inquire concerning the validity of anything the trustees purport io do. No one dealing with the trustees need see lo the
application of anything paid or iransferred to or upon the order of the trustees of the trust.

Tenth: This Declaration of Trust is to be governed in all respects by the laws of the State of

® Trustes
® Trustes
]
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@, To help us develop a more useful index, please let us know if you have ideas for index entries.

tndex ¥ See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.
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